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The following releases relate to self-regulatory 
rule proposals and/or adoptions 


34-17607 34-17614 
34—17608 34-17622 
34-17612 


33-6298 Amendments to various Parts of the 
Code of Federal Regulations which 
lists forms prescribed under the Acts 
administered by it to remove obsolete 
forms, eliminate duplications and 
make certain editorial changes. 


34-17615 Notice by Self-Regulatory Organiza- 
tions of Proposed Admission to, or 
Continuance in, Membership or 
Participation of Certain Persons Sub- 
ject to Statutory Disqualifications [File 
No. S7-878—Comment Period Ex- 
pires April 22, 1981]. 


IC-11675 Adoption of Rules 57b-1 and 60a-1 
under the 1940 Act exempting busi- 
ness development companies and 
certain of their affiliates from provi- 
sions of the Investment Company Act 
of 1940. 
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IC-11676 Adoption of Amendment to Rule 
17a-7 under the Investment Compa- 
ny Act of 1940 to exempt from Sec- 
tion 17(a) certain purchase or sale 
transactions between a registered in- 
vestment company and certain affili- 
ated persons thereof. 














SECURITIES ACT OF 1933 





SECURITIES ACT OF 1933 
Release No. 6297/March 6, 1981 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 17609/March 6, 1981 


OPTION AND OPTION-RELATED TRANSAC- 
TIONS DURING UNDERWRITTEN OFFERINGS 


ACTION: Notice of staff positions under statutes 
and rules. 


SUMMARY: The Commission has authorized the 
issuance of letters setting forth the interpretative 
and enforcement positions of its Divisions of Mar- 
ket Regulation and Corporation Finance regarding 
the application of Sections 2(11) and 5 of the Se- 
curities Act of 1933, 15 U.S.C. §§ 77b(11), 77e 
(1976), and Section 10(b) of the Securities Ex- 
change Act of 1934, 15 U.S.C. § 78j (1976), and 
Rule 10b-6 thereunder, 17 CFR 240.10b-6 
(1980), to certain transactions involving exchange- 
traded options, and recommendations thereof, by 
participants in an underwriting of the security un- 
derlying such options. 


FOR FURTHER INFORMATION CONTACT: With 
respect to the Securities Act of 1933 (“Securities 
Act’) positions, contact: Peter J. Romeo, Division 
of Corporation Finance, Securities and Exchange 
Commission, Washington, D.C. 20549, (202) 
272-2573. 


With respect to the Securities Exchange Act of 
1934 (“Exchange Act’) positions, contact: Ken- 
neth S. Spirer, Division of Market Regulation, Se- 
curities and Exchange Commission, Washington, 
D.C. 20549, (202) 272-2844 or M. Blair Corkran, 
Jr., Division of Market Regulation, Securities and 
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Exchange Commission, Washington, D.C. 20549, 
(202) 272-2853. 


SUPPLEMENTARY INFORMATION: In 1977, the 
Securities Industry Association (“SIA”) submitted 
a letter requesting a ‘clarification of the applicabil- 
ity of certain provisions of the Securities Act of 
1933 and the Securities Exchange Act of 1934” to 
certain call option transactions by broker-dealers 
who are participating in a distribution of the com- 
mon stock underlying those options. The staff de- 
ferred consideration of the issues raised by the 
SIA at that time in view of the initiation of the Com- 
mission’s Special Study of the Options Markets in 
October 1977.* 


In view of the continuing growth of the listed op- 
tions markets, and in particular the number of un- 
derlying stocks on which listed call options are or 
will be traded, the Commission believes that the 
issues raised by the SIA in its 1977 letter, as sup- 
plemented by letters dated August 3, 1979 and 
August 14, 1980, are important and that the staff 
responses will provide guidance to underwriters 
and their counsel on the issues presented. In addi- 
tion, while the SIA letters did not address put 
options, the staff has included in its response ref- 
erences, where appropriate, to put option trans- 
actions, in view of the recent expansion of put op- 
tion listings. 


The Commission authorized the Divisions of Mar- 
ket Regulation and Corporation Finance to issue 
the following letters: 


Joseph McLaughlin, Esq. 
Chairman 

Federal Regulation Committee 
Securities Industry Association 
20 Broad Street 

New York, New York 10005 


Dear Mr. McLaughlin: 


By letter dated June 28, 1977, as supplemented 
by letters dated August 3, 1979 and August 4, 
1980, and telephone conversations with the staff, 
the Securities Industry Association (the “SIA”) has 





*See Securities Exchange Act Release No. 14056 


(October 17, 1977), 42 FR 56706 (October 27, 
1977). 
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requested that the staff take a “no-action” position 
with regard to the application of Rule 10b-6 under 
the Securities Exchange Act of 1934 (the “Ex- 
change Act’) to certain transactions involving 
exchange-traded call options by participants in an 
underwriting of the common stock underlying such 
options. Although your request did not extend to 
transactions in exchange-traded put options, our 
response addresses, where applicable transac- 
tions in both put and call options by participants in 
an offering of the underlying stock. 


The SIA has asked that the staff permit partici- 
pants in a distribution of securities underlying 
listed options to effect the following transactions in 
the related call options or underlying stock during 
a distribution: 


1. purchase call options in closing trans- 
actions to cover a proprietary short call 
position that was established before be- 
coming a participant in a distribution; 


2. purchase the underlying stock in open 
market transactions to satisfy an exer- 
cise notice assigned against a proprie- 
tary short call position that was estab- 
lished before becoming a participant in 
the distribution; and 


3. exercise call options that were ac- 
quired before becoming a participant in 
the distribution. 


The SIA has also requested similar relief to permit 
a participant in a distribution of the underlying se- 
curities to recommend that customers effect the 
transactions listed above. We discuss each ques- 
tion and set forth our response below. We discuss 
also the application of Rule 10b-6 to transactions 
effected for accounts as to which a participant in 
the distribution or an associated person of a par- 
ticipant exercises investment discretion (‘“man- 
aged accounts”). 


A. Whether, under Rule 10b-6, an underwriter or 
a prospective underwriter can purchase call 
options to close out a short call position or sell 
put options to close out a long put position 
where such positions existed before it became 
an underwriter 


As a preliminary matter, this question raises the is- 
sue of whether an exchange-traded call option is, 
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for purposes of Rule 10b-6, a “right to purchase” 
the security that is the subject of the distribution. 
Although, as noted in the SIA’s June 28, 1977 let- 
ter, the reference in Rule 10b-6 to a “right to pur- 
chase” may have been initially intended for sub- 
scription rights issued to existing shareholders, 
the staff has not so limited its interpretation of the 
rule. We have applied the term “right to purchase” 
to other securities whenever it has appeared that 
the purchase of those securities was likely to have 
the direct effect of lessening or eliminating selling 
pressure on (or attracting buyers to) a related se- 
curity that was the subject of a distribution. Thus, 
warrants, convertible securities, and target securi- 
ties in exchange offers and mergers have been 
deemed rights to purchase the security that is the 
subject of the distribution. As a preliminary matter, 
therefore, the staff concludes that an exchange- 
traded call option should also be regarded as a 
“right to purchase” as that term is used in Rule 
10b-6." 


The staff also takes the view that Rule 10b-6 
applies with respect to the writing of an exchange- 
traded put option. During the life of the option, the 
seller of a put has an obligation, contingent upon 
assignment of an exercise notice, to purchase the 
underlying stock at the exercise price. Thus, until 
the put option expires, the seller may be viewed as 
making a continuing bid for the underlying securi- 
ties at the exercise price of the option. Rule 
10b-6, which makes it unlawful for a participant in 
a distribution “to bid for . . . any security which is 
the subject of such distribution,” would therefore 
be applicable. 


Finally, it appears that under certain circum- 
stances transactions in exchange-traded put and 
call options can have a short-term impact upon the 
market price of the underlying stock. The impact 
results from the interrelationship between the op- 
tions market and the market for the underlying se- 
curity, and is transmitted through arbitrage trans- 
actions based upon the equivalency of certain 
options positions and underlying stock, hedging 
strategies that depend on the relative pricing of an 
option and its underlying stock, and substitution 





1 Nevertheless, as indicated at page six, infra, we 
do not interpret the term “right” in exception (vii) 
to Rule 10b-6(a) to be applicable to exchange- 
traded call options. 
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effects that may occur when the relative pricing of 
these securities diverges. 


Your first question is whether a participant in an 
underwriting can purchase call options in closing 
transactions to cover a pre-existing proprietary 
short position in the option related to the underly- 
ing offered equity security. In an analogous situa- 
tion involving a short stock position, the staff re- 
quires a broker-dealer either to cover that short 
position before agreeing to participate in the un- 
derwriting or to maintain the position until it has 
completed its participation. For the reasons set 
forth below, however, we believe that a departure 
from that strict application of Rule 10b-6 is justifi- 
able with respect to covering proprietary short call 
and long put positions. While the market effects of 
a given volume of purchases of the stock are di- 
rect and somewhat predictable, purchases of the 
related call options and sales of the related put op- 
tions have indirect and often indeterminate effects 
on the underlying stock. Another reason for a de- 
parture from Rule 10b-6’s prohibitions for options 
transactions is the operation of the listing stand- 
ards and position limit rules of the options ex- 
changes.? 


In response to your request, the Division of Market 
Regulation will not recommend that the Commis- 
sion take enforcement action under Rule 10b-6 if 
a participant in an underwriting with a short call or 
a long put position that was estabiished before it 
became a participant in the underwriting effects 
closing call option purchases or closing put option 
sales, provided that such transactions are effected 
before the five business days prior to the proposed 
commencement of the offering of the underlying 
stock or such shorter time as the person has been 
a participant. The offering will be deemed to have 
commenced at the effective date of the registra- 
tion statement. The Division of Market Regulation 
also will not recommend that the Commission take 
enforcement action under Rule 10b-6 if a partici- 
pant in an underwriting effects such transactions 





2The position limit rules of the options exchanges 
were recently amended to permit positions of up to 
2,000 contracts on the same side of the market. 
See Securities Exchange Act Release No. 17237 
(October 22, 1980). Any substantial increase in 
the position limit rules or a substantial relaxation in 
listing standards may cause the staff to reconsider 
the views expressed in this letter. 
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for its managed accounts, subject to the same five 
business day provision.? 


You have also asked whether a participant in an 
underwriting can recommend that its customers 
cover pre-existing short call positions during the 
underwriting of the related common stock. The 
staff will not recommend that the Commission take 
enforcement action under Rule 10b-6 if a broker- 
dealer who is a particicipant in an offering of an 
underlying stock recommends and effects closing 
call option purchases or put option sales, provided 
that such transactions are effected before the five 
business days prior to the proposed commence- 
ment of the offering of the underlying stock or such 
shorter time as the person has been a participant. 
This “no-action” position is limited to short call 
and long put customer positions that existed be- 
fore the broker-dealer became a participant in the 
offering. 


B. Whether, under Rule 10b-6, an underwriter or 
a prospective underwriter may purchase stock 
in the open market upon receipt of an exercise 
notice or recommend such transactions to 
customers 


You have also requested that the staff take a 
“noaction” position under Rule 10b-6 to permit 
underwriters and prospective underwriters, during 
their participation in a distribution of an underlying 
security, to make open market purchases of that 
security in order to satisfy an exercise notice as- 
signed against a proprietary short call position re- 
lated to the underlying security. You have noted 
that the decision to exercise is not made by the 
participant in the offering but rather by the holder 
of a long option position and that exercise notices 
are randomly allocated in accordance with proce- 
dures of the Options Clearing Corporation. Never- 
theless, the prophylactic restrictions of Rule 
10b-6 apply to conduct that, in many cases, will 
have manipulative effects regardless of any sub- 
jective intent on the part of the purchaser. In addi- 
tion, while the decision to exercise an option and 





3Since the limitations imposed on the account 
manager's investment decisions through this con- 
dition and the others discussed below would be 
short-term and minor, we would not anticipate that 
they would be inconsistent with the account mana- 
ger’s obligations to manage accounts in the inter- 
ests of the beneficiaries. 
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the assignment of exercise notices are beyond the 
direct control of the participant, the circumstances 
under which exercise notices are likely to be re- 
ceived are often highly predictable and partici- 
pants in an underwriting could attempt to take ad- 
vantage of such information in scheduling their 
offerings. 


If a participant in an underwriting is assigned an 
exercise notice against its proprietary option posi- 
tion, it usually does not need to make open market 
purchases to satisfy the exercise notice. Instead, it 
normally can borrow stock without undue hardship 
to fulfill its delivery obligations. Accordingly, the 
staff declines to take a ‘“‘no-action” position under 
Rule 10b-6 to permit a participant in an underwrit- 
ing to purchase shares of stock in the open market 
upon receipt of an exercise notice. Inasmuch as a 
broker-dealer has full discretion over its managed 
accounts, we would view transactions for such ac- 
counts in the same manner as proprietary transac- 
tions. 


You have also asked whether a participant in an 
underwriting can recommend that its customers 
who have been assigned an option exercise notice 
purchase stock in the open market to satisfy their 
delivery obligations. Once a writer of a call option 
receives an exercise notice he must deliver stock, 
usually within two or three days of the receipt of 
the notice. Delivery may be effected by purchasing 
or borrowing the underlying stock, or by utilizing 
shares which he already owns. In the absence of 
advice from their brokers, many call writers who 
receive exercise notices would elect to purchase 
the underlying shares in the open market (and 
may have made this decision when the option was 
written). In these circumstances, it does not ap- 
pear likely that permitting an underwriter to recom- 
mend such purchases when the exercise notice is 
assigned would substantially increase the amount 
of open market purchases. Furthermore, it is de- 
sirable as a matter of policy that customers re- 
ceive advice on the alternatives available to them 
in these circumstances. For these reasons, the Di- 
vision of Market Regulation will not recommend 
that the Commission take enforcement action un- 
der Rule 10b-6 if a participant in an underwriting 
recommends that customers who receive exercise 
notices on short call options positions make open 
market purchases of that stock, and the participant 
effects those purchases, provided that the short 
option positions were established before the firm 
became a participant in the underwriting of the un- 
derlying stock. 
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C. Whether, under Rule 10b-6, an underwriter or 
prospective underwriter can exercise a long 
call position during an underwriting of the un- 
derlying stock or recommend such exercise to 
customers 


Finally, you have asked whether a participant in an 
underwriting can exercise a proprietary long call 
position that existed before it became a partici- 
pant. You state your opinion that the exercise of a 
long call position should be permitted under ex- 
ception (vii) of Rule 10b-6, which excludes “the 
exercise of any right or conversion privilege to ac- 
quire any security.” The staff, however, has limit- 
ed the application of this exception to the exercise 
of a subscription right or convertible security 
through which the new security would be obtained 
from the issuer without market impact. By con- 
trast, the exercise of listed options and the pur- 
chase of the underlying stock may have a signifi- 
cant market impact upon the underlying security. 
Of course, the magnitude of that impact will de- 
pend upon the extent to which those who are as- 
signed exercise notices purchase the underlying 
stock in the open market instead of delivering port- 
folio or borrowed securities. The staff believes that 
prohibiting proprietary call option exercises during 
an underwriting would have a de minimis impact 
upon the proprietary trading of participants while 
assuring that the market for the underlying securi- 
ty will not be affected by purchase activity re- 
sulting from such exercises. Accordingly, the Divi- 
sion of Market Regulation declines to take a 
‘“no-action” position under Rule 10b-6 on this 
portion of your request. Our position would also 
apply to the exercise of an option pursuant to the 
automatic exercise procedures of the Options 
Clearing Corporation. To avoid the exercise of a 
long call position, a participant may override these 
procedures in accordance with OCC Rule 805(f). 
Finally, inasmuch as a broker-dealer has full dis- 
cretion over its managed accounts, we would view 
transactions for such accounts in the same man- 
ner as proprietary transactions. 


With respect to your request that participants be 
allowed to recommend that customers exercise 
their related call options, somewhat different 
considerations apply. Because options are com- 
plex, short-term, wasting assets, the staff deems it 
desirable, as a matter of policy, to permit a broker- 
dealer to give ‘continuing advice until the option 
position expires or is closed. 
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Accordingly, the Division of Market Regulation will 
not recommend that the Commission take enforce- 
ment action under Rule 10b-6 if a participant in an 
underwr'ting of the underlying stock recommends 
that its customers exercise long call option posi- 
tions, and effects such transactions, where the op- 
tions were acquired before the firm became a par- 
ticipant. 


The foregoing ‘“‘no-action” positions are limited to 
the application of Rule 10b-6. They represent only 
the position of the staff on enforcement action and 
do not represent any legal conclusions with re- 
spect to the issues discussed. In addition, your at- 
tention is directed to the antifraud and anti- 
manipulative provisions of the Exchange Act, 
particularly Section 9(a)(2), and Section 10(b) and 
Rule 10b-5 thereunder. Responsibility for compli- 
ance with these and any other applicable provi- 
sions of the federal securities laws must rest with 
those broker-dealers who are relying on this “no- 
action” position. 


If you have any questions with respect to the is- 
sues addressed by this letter, please contact 
Roger D. Blanc, Kenneth S. Spirer, or M. Blair 
Corkran of this Division. 


We understand that the Division of Corporation Fi- 
nance has responsded by separate letter to the 
questions you have presented under the Securi- 
ties Act of 1933. 


Very truly yours, 
Douglas Scarff 
Director 


Joseph McLaughlin, Esq. 
Chairman 

Federal Regulation Committee 
Securities Industry Association 
20 Broad Street 

New York, New York 10005 


Dear Mr. McLaughlin: 


By letter dated June 28, 1977, as supplemented 
by letters dated August 3, 1979 and August 4, 
1980, as well as a number of telephone conversa- 
tions with the staff, the Securities Industry Associ- 
ation has requested that the staff address two 
issues under the Securities Act of 1933 (the “Se- 
curities Act’) relating to options transactions. First, 
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you ask that the staff conclude that an investor 
who purchases securities pursuant to a registered 
public offering and, at the same time, writes a sub- 
stantial number of call options on those underlying 
securities, is not an “underwriter” within the mean- 
ing of Section 2(11) of the Securities Act. Second, 
you seek a determination that it does not violate 
Section 5 of the Securities Act for an underwriter 
in a registered public offering to recommend the 
writing of call options on securities of the same 
class as those subject to a registration statement 
that has not become effective by customers who 
have indicated an interest in purchasing such se- 
curities in the offering. In our response which fol- 
lows, we have limited our comments solely to call 
options which are traded on a national securities 
exchange, and we have also included references 
to exchange-traded put options, where appropri- 
ate. 


A. Is a person who writes call options or pur- 
chases put options on securities that are the 
subject of a registered public offering an un- 
derwriter within the meaning of Section 2(11) 
of the Securities Act? 


Ordinarily, persons writing exchange-traded call 
options or purchasing exchange-traded put op- 
tions on securities of the same class as those 
being sold in a registered public offering are not 
using the options for the purpose of selling the un- 
derlying securities. This is generally so, whether 
or not the investor already holds the underlying 
securities (the investor can cover later by an op- 
tion closing transaction or by a purchase), and is 
the case if the investor is purchasing the securities 
either in the open market or in the registered pub- 
lic offering. Investors generally write call options in 
order to reduce the risk of a price decline in under- 
lying securities which they already hold or are 
purchasing and to increase their income through 
receipt of the option premiums. Investors generally 
purchase put options with respect to securities 
they hold or are acquiring in order to protect them- 
selves against a price decline in the underlying se- 
curities. Moreover, an investor can be distin- 
guished from an underwriter by virtue of the fact 
that the latter typically has an express or implied 
agreement with the issuer to aid in the distribution 
of the securities involved in the offering and to re- 
ceive compensation for his selling efforts. When 
an investor writes call options or purchases put 
options, neither of these elements is usually pres- 
ent. The absence of an agreement or compensa- 
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tion would tend to indicate that the investor is not 
purchasing the underlying securities “from an is- 
suer with a view to... the distribution of [such se- 
curities]” and therefore, should not be deemed to 
be an underwriter within the meaning of Section 
2(11) of the Securities Act. 


Accordingly, it is the view of the Division of Corpo- 
ration Finance that a purchaser of securities in a 
registered public offering ordinarily would not be 
considered an underwriter merely because the 
purchaser writes exchange-traded call options or 
purchases exchange-traded put options on securi- 
ties of the same class as those which are the sub- 
ject of the offering. There are situations, however, 
were the activities of an investor may raise a ques- 
tion as to whether the investor should be consid- 
ered an underwriter. 


The most obvious situation would be one in which 
a purchaser of securities in an offering has an 
agreement or understanding, express or implied, 
with the issuer or underwriter to write or buy op- 
tions for the purpose of facilitating the distribution 
of securities under the offering. In such circum- 
stances, as well as the situation in which the pur- 
chaser receives compensation for engaging in 
such activities, the purchaser would appear to be 
an underwriter. 


Another situation that may raise a question would 
involve an investor who purchases a significant 
portion of an offering (for example, more than 5%) 
and writes a large number of call options or buys a 
large number of put options close to the effective 
date of the offering. In such a situation, all of the 
surrounding circumstances, including whether the 
options were in-the-money when written or pur- 
chased and the number of options subsequently 
exercised, would have to be examined in order to 
determine whether the investor effected the op- 
tions transactions with a view to distributing the 
securities in the offering and was therefore an un- 
derwriter. 


B. Is an underwriter which recommends writing 
call options before the effective date of a reg- 
istration statement engaged in “gun-jumping” 
in violation of Section 5 of the Securities Act? 


In the view of the Division of Corporation Finance, 
a broker acting as an underwriter or selected deal- 
er or otherwise participating in a registered public 
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offering would not be engaged in gun-jumping vio- 
lation of Section 5 merely because, before the reg- 
istration statement became effective, some of the 
broker's customers engaged in transaction on an 
exchange in options on securities of the same 
class as those being distributed. A broker partici- 
pating in the distribution would be free during the 
pre-effective period to discuss with customers po- 
tential option strategies and transactions which 
might pertain to securities of the class to be dis- 
tributed. Section 5 would not preclude such a bro- 
ker from recommending or effecting any covered 
option transactions during the pre-effective period. 
Further, it appears that Section 5 would generally 
not prohibit a broker participating in a registered 
public offering, during the pre-effective period, 
from recommending or effecting, with respect to 
securities of the class to be distributed, uncovered 
call-writing or put-buying transactions on an op- 
tions exchange for the broker's customers who 
have neither been solicited nor expressed interest 
in the securities being distributed. 


There could be situations, however, in which the 
options activities of a broker participating in a reg- 
istered public offering, during the pre-effective pe- 
riod, might constitute gun-jumping in violation of 
Section 5. For example, if the broker recom- 
mended that a customer engage in a combination 
of activities involving the writing of uncovered call 
options prior to the effective date of the registra- 
tion statement and the purchasing of shares in the 
registered distribution, the conduct of the broker 
could be regarded as tantamount to the obtaining 
of a pre-effective commitment from the customer 
to buy the securities to be distributed, in violation 
of Section 5. Accordingly, we are unable to take a 
position regarding the propriety of this form of op- 
tion activity by a broker during a distribution in 
which the broker is a participant. In such circum- 
stances, the determination of whether such ac- 
tions constitute gun-jumping in violation of Section 
5 would depend on the facts and circumstances of 
each case. 


It should be noted that the views expressed in this 
letter relate generally to the activities in connec- 
tion with exchange-traded options on securities of 
the same class as those to be distributed in a reg- 
istered public offering. These views would not nec- 
essarily extend to facts and circumstances not 
referred to herein. Also, the views expressed here- 
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in pertain exclusively to Section 2(11) and Section 
5 of the Securities Act, and do not purport to ad- 
dress issues under any other provisions of law or 
regulations. 


We understand that the Division of Market Regula- 
tion has responded in a separate letter to the 
questions you have presented under the Securi- 
ties Exchange Act of 1934. 


Sincerely, 
Edward F. Greene 
Director 


Accordingly, 17 CFR Parts 231 and 241 are 
amended by adding thereto reference to this 
release. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No 6298/March 12, 1981 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 17623/March 12, 1981 


PUBLIC UTILITY HOLDING CO. ACT OF 1935 
Release No. 21960/March 12, 1981 


TRUST INDENTURE ACT OF 1939 
Release No. 615/March 12, 1981 


INVESTMENT CO. ACT OF 1940 
Release No. 11681/March 12, 1981 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 753/March 12, 1981 


MISCELLANEOUS AMENDMENTS RELATED TO 
FORMS 


ACTION: Miscellaneous amendments and editorial 
changes. 


SUMMARY: The Commission is amending various 
Parts of Title 17, Chapter Il, of the Code of Federal 
Regulations which list forms prescribed under the 
Acts administered by it to remove obsolete forms, 
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eliminate duplications, and make certain editorial 
changes. These amendments are administrative in 
nature and are intended to make it easier for the 
reader to identify the forms currently in use and to 
indicate the availability of the forms. 


EFFECTIVE DATE: March 12, 1981. 


FOR FURTHER INFORMATION CONTACT: 
George A. Fitzsimmons, Secretary, Securities and 
Exchange Commission, Room 892, 500 North 
Capitol Street, Washington, D.C., 20549 
(202-272-2600). 


Text of Amendments 


Accordingly, 17 CFR Chapter II is amended as fol- 
lows: 


PART 239—FORMS PRESCRIBED UNDER THE 
SECURITIES ACT OF 1933 


1. By revising §239.0-1 to read as follows: 
§239.0-1 Availability of forms. 


(a) This part identifies and describes the forms 
prescribed for use under the Securities Act of 
1933. 


(b) Any person may obtain a copy of any form pre- 
scribed for use in this part by written request to the 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Any per- 
son may inspect the forms at this address and at 
the Commission's regional offices. (See §200.11 
of this chapter for the addresses of SEC regional 
offices.) 


2. By removing Subpart C and §§239.507, 
239.508, 239.509, 239.510, 239.514, 239.515, 
239.516, and 239.517 thereunder. 


§§239.507, 239.508, 239.509, 239.510, 239.514, 
239.515, 239.516 and 239.517 [Removed.] 


PART 249—FORMS, SECURITIES EXCHANGE 
ACT OF 1934 


1. By revising §249.0-1 to read as follows: 


§249.0-1 Availability of forms. 
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(a) This part identifies and describes the forms 
prescribed for use under the Securities Exchange 
Act of 1934. 


(b) Any person may obtain a copy of any form pre- 
scribed for use in this part by written request to the 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Any per- 
son may inspect the forms at this address and at 
the Commission’s regional offices. (See § 200.11 
of this chapter for the addresses of SEC regional 
offices.) 


2.By removing §§249.19a, 249.19b. 249.450, 
249.503, 249.504a, 249.504b, 249.504c, 
249.504d, 249.504e, 249.504f, 249.504g, 
249.504h, 249.504i, 249.504k, 249.5041, 
249.504m, 249.514, 249.515, 249.516, 249.517, 
and 249.819b. 


§§249.19a, 249.19b, 249.450, 249.503, 249,504, 
249.504a, 249.504b, 249.504c, 249.504d, 
249.504e, 249.504f, 240.504g, 249,504h, 
249.504i, 249.504k, 249.5041, 249.504m, 
249.514, 249.515, 249.516, 249.517, and 
249.819b [Removed.] 


3. By revising the heading of §249.402 as follows: 


§249.402 Form 2-MD, annual report for invest- 
ment trusts having securities registered on 
Forms N-1, N-2 or S-6. 


4. By revising the heading of Subpart | to read as 
follows: 


Subpart |—Forms for Self-Regulatory Organiza- 
tion Rule Changes and Forms for Registration of 
and Reporting by National Securities Associa- 
tions and Affiliated Securities Associations 


PART 259—FORMS PRESCRIBED UNDER THE 
PUBLIC UTILITY HOLDING COMPANY ACT 
OF 1935 


1. By revising §259.0-1 to read as follows: 


§259.0-1 Availability of forms. 


(a) This part identifies and describes the forms 
prescribed for use under the Public Utility Holding 
Company Act of 1935. 
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(b) Any person may obtain a copy of any form 
prescribed for use in this part by written request to 
the Securities and Exchange Commission, 500 
North Capitol Street, Washington, D.C. 20549. 
Any person may inspect the forms at this address 
and at the Commission's regional offices. (See 
§200.11 of this chapter for the addresses of SEC 
regional offices.) 


2. By removing §§259.217a and 259.217b. 
§ §259.217a and 259.217b [Removed. } 


PART 269—FORMS PRESCRIBED UNDER THE 
TRUST INDENTURE ACT OF 1939 


1. By revising §269.0-1 to read as follows: 
§269.0-1 Availability of forms. 


(a) This part identifies and describes the forms 
prescribed for use under the Trust Indenture Act of 
1939. 


(b) Any person may obtain a copy of any form pre- 
scribed for use in this part by written request to the 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Any per- 
son may inspect the forms at this address and at 
the Commission’s regional offices. (See §200.11 
of this chapter for the addresses of SEC regional 
offices.) 


2. By removing § §269.17, 269.18, 269.19, 269.20, 
269.24, 269.25, 269.26, and 269.27. 


§§269.17, 269.18, 269.19, 269.20, 269.24, 
269.25, 269.26 and 269.27 [Removed.] 


PART 274—FORMS PRESCRIBED UNDER THE 
INVESTMENT COMPANY ACT OF 1940 


1. By revising §274.0-1 to read as follows: 
§274.0-1 Availability of forms. 


(a) This part identifies and describes the forms 
prescribed for use under the Investment Company 
Act of 1940. 


(b) Any person may obtain a copy of any form pre- 
scribed for use in this part by written request to the 
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Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Any per- 
son may inspect the forms at this address and at 
the Commission’s regional offices. (See §200.11 
of this chapter for the addresses of SEC regional 
offices.) 


2.By removing §§274.207, 274.208, 274.209, 
274.210, 274.215, 274.16, 274.217, and 274.218. 


§ §274.207, 274.208, 274.209, 274.210, 274.215, 
274.216, 274.217, and 274.218 [Removed. | 


PART 279—FORMS PRESCRIBED UNDER THE 
INVESTMENT ADVISERS ACT OF 1940 


1. By revising §279.0-1 to read as follows: 
§279.01 Availability of forms. 


(a) This part identifies and describes the forms 
prescribed for use under the Investment Advisers 
Act of 1940. 


(b) Any person may obtain a copy of any form pre- 
scribed for use in this part by written request to the 
Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Any per- 


son may inspect the forms at this address and at 
the Commission's regional offices. (See §200.11 
of this chapter for the addresses of SEC regional 
offices.) 


Since these amendments are administrative in na- 
ture, the Commission finds that notice and com- 
ment procedures are unnecessary and therefore 
the amendments may become effective immedi- 
ately. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 17607/March 6, 1981 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY THE PACIFIC STOCK EXCHANGE, 
INC. 


File No. SR-PSE-81-4 


The Pacific Stock Exchange, Inc. (‘PSE’) sub- 
mitted on February 27, 1981, a proposed rule 
change under Rule 19b-4 to amend Article VI, 
Section |, of its Constitution, relating to eligibility 
for membership in the PSE. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
March 9, 1981. Interested persons are invited to 
submit written data, views and arguments con- 
cerning the submission within 21 days from the 
date of publication in the Federal Register. Per- 
sons desiring to make written comments should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D.C. 
20549. Reference should be made to File No. SR- 
PSE-81-4. 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. §552, will be 
available for inspection and copying at the Com- 
mission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 17608/March 6, 1981 


NOTICE OF FILING AND EFFECTIVENESS OF 
PROPOSED RULE CHANGE BY THE MIDWEST 
STOCK EXCHANGE, INC. 


File No. SR-MSE-81-2 


The Midwest Stock Exchange, Incorporated 
(“MSE”) submitted on February 26, 1981, a pro- 
posed rule change under Rule 19b-4 to amend 
Article XX, Rule 8 of its rules regarding the appli- 
cation of the Commission's short sale rule under 
the Securities Exchange Act of 1934 (‘Act’). 


The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934. At any time within sixty 
days of the filing of such proposed rule change, 
the Commission may summarily abrogate such 
rule change if it appears to the Commission that 
such action is necessary or appropriate in the pub- 
lic interest, for the protection of investors, or other- 
wise in furtherance of the purposes of the Act. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
March 9, 1981. Interested persons are invited to 
submit written data, views and arguments con- 
cerning the submission within 21 days from the 
date of publication in the Federal Register. Per- 
sons desiring to make written comments should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commis- 
sion, 500 North Capitol Street, Washington, D.C. 
20549. Reference should be made to File No. SR- 
MSE-81-2 


Copies of the submission, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. §552, will be 
available for inspection and copying at the Com- 
mission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. 
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For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17609/March 6, 1981 


SEE 


SECURITIES ACT OF 1933 
Release No. 6297/March 6, 1981 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 17610/March 6, 1981 


An order has been issued granting the application 
of the New York Stock Exchange to strike the 
common stock ($.50 par value) of PAMIDA, INC. 
from listing and registration thereon. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17611/March 6, 1981 


An order has been issued granting the application 
of the Pacific Stock Exchange to strike the com- 
mon stock ($1 par value) of SPECIALTY RES- 
TAURANTS CORPORATION from listing and reg- 
istration thereon. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17612/March 9, 1981 


NOTICE OF FILING OF PROPOSED RULE 
CHANGE BY 


Boston Stock Exchange, Inc. 
New York Stock Exchange, Inc. 
Pacific Stock Exchange, Inc. 
Philadelphia Stock Exchange, Inc. 
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The Boston Stock Exchange, Inc., New York Stock 
Exchange, Inc., Pacific Stock Exchange, Inc. and 
Philadelphia Stock Exchange, Inc., (‘‘BSE’’), 
(“NYSE”), (“PSE”) and (“Phix”), submitted on 
March 2, March 4, February 27, and March 5, 
1981, respectively, proposed rule changes under 
Rule 19b-4 to adopt ITS “‘trade-through” and 
“locked markets” Rules to protect orders from ex- 
ecutions at prices inferior to prices which exist on 
other participating market centers. 


Publication of the submissions is expected to be 
made in the Federal Register during the week of 
March 9, 1981. In order to assist the Commission 
to determine whether to approve the proposed rule 
change or institute proceedings to determine 
whether the proposed rule change should be dis- 
approved, interested persons are invited to submit 
written data, views and arguments concerning the 
submission within 21 days from the date of publi- 
cation in the Federal Register. Persons desiring to 
make written comments should file six copies 
thereof with the Secretary of the Commission, Se- 
curities and Exchange Commission, 500 North 
Capitol Street, Washington, D.C. 20549. Refer- 
ence should be made to File Nos. SR-BSE-81-2, 
SR-NYSE-81-8, SR-PSE-81-2, SR-PSE-18-3 
or SR-Phix-81-5. 


Copies of the submissions, all subsequent amend- 
ments, all written statements with respect to the 
proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. §552, will be 
available for inspection and copying at the Com- 
mission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. Copies of the filing and of 
any subsequent amendments will also be availa- 
ble at the principal offices of the above-mentioned 
self-regulatory organizations. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





404/SEC DOCKET 


SECURITIES EXCHANGE OF 1934 
Release No. 17613/March 9, 1981 


An order has been issued granting the application 
of the American Stock Exchange to strike the 
common stock ($.10 par value) and 534% Guaran- 
teed Subordinated Convertible Debentures (due 
1988) of COMPUTER INVESTORS GROUP, INC. 
from listing and registration thereon. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17614/March 10, 1981 


In the Matter of 


Chicago Board Options Exchange, Incorporated 
LaSalle at Jackson 
Chicago, Illinois 60604 


(SR-CBOE-80-20) 


ORDER APPROVING PROPOSED RULE 
CHANGE 


On July 31, 1980, the Chicago Board Options Ex- 
change, Incorporated filed with the Commission, 
pursuant to Section 19(b)(1) of the Securities Ex- 
change Act of 1934, 15 U.S.C. 78(s)(b)(1) (the 
“Act”) and Rule 19b-4 thereunder, copies of a 
proposed rule change which revises its proce- 
dures with respect to trading rotations which ex- 
tend beyond 3:10 p.m. (Chicago time). Among 
other things, the proposed rule change will permit 
only one trading rotation to be conducted after 
3:10 p.m., and would preclude the initiation of 
such a trading rotation until ten minutes after news 
of the rotation is disseminated. 


Notice of the proposed rule change together with 
the terms of substance of the proposed rule 
change was given by publication of a Commission 
Release (Securities Exchange Act Release No. 
34-1704, August 8, 1980) and by publication in 
the Federal Register (45 FR 55308, August 19, 
1980). No written statements with respect to the 
proposed rule change were filed with the Commis- 
sion. 
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The Commission finds that the proposed rule 
change is consistent with the requirements of the 
Act and the rules and regulations thereunder ap- 
plicable to national securities exchanges, and in 
particular, the requirements of Section 6. 


IT IS THEREFORE ORDERED, pursuant to Sec- 
tion 19(b)(2) of the Act, that the above-mentioned 
proposed rule change be, and it hereby is, ap- 
proved. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17615/March 10, 1981 


NOTICE BY SELF-REGULATORY ORGANIZA- 
TIONS OF PROPOSED ADMISSION TO, OR 
CONTINUANCE IN, MEMBERSHIP OR 
PARTICIPATION OF CERTAIN PERSONS SUB- 
JECT TO STATUTORY DISQUALIFICATIONS 


ACTION: Notice of proposed rulemaking. 


SUMMARY: The Commission is proposing to 
amend the requirements applicable to notices and 
applications filed by self-regulatory organizations 
(“SRO's”) with the Commission concerning pro- 
posed admissions to, or continuances in, member- 
ship or participation in the organization or associa- 
tion with a member of persons subject to statutory 
disqualifications. The amendments are designed 
to (1) provide additional specific exceptions from 
the notice filing requirements in certain situations; 
(2) require specifically that all SRO’s provide cer- 
tain detail in notices and applications to facilitate 
Commission review of the proposed SRO action; 
and (3) clarify certain provisions relating to notices 
and applications that may now be unclear, either 
as to their meaning or as to the proper procedures 
to be followed. 


DATE: Comments must be received on or before 
April 22, 1981. 
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ADDRESSES: Interested persons should submit 
three copies of their views and comments to 
George A. Fitzsimmons, Secretary, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be 
made to File No. S7-878. All submissions will be 
made available for public inspection at the Com- 
mission’s Public Reference Room, Room 6101, 
1100 L Street, N.W., Washington, D.C. 


FOR FURTHER INFORMATION CONTACT: 


H. Steven Holtzman, Esq. 
Office of Legal Policy and 

Trading Practices 
Division of Market Regulation 
Securities and Exchange Commission 
Washington, D.C. 20549 
(202) 272-2842. 


SUPPLEMENTARY INFORMATION: 
BACKGROUND 


Passage of the Securities Acts Amendments of 
1975 (the “1975 Amendments’)! to the Securities 
Exchange Act of 1934 (the “‘Act’’)? gave the Com- 
mission enhanced oversight responsibilities as to 
SRO activities. In particular, Sections 6(c)(2), 
15A(g)(2) and 17A(b)(4)(A) of the amended Act 
provide, among other things, that a national secu- 
rities exchange, national securities association or 
registered clearing agency? must file with the 
Commission a notice, whose form and content is 
prescribed by the Commission, not less than thirty 
days before approving the application of a person 





1Pub. L. No. 94-29 (June 4, 1975). 
215 U.S.C. 78a. 


3Although bank regulatory agencies also have 
jurisdiction over clearing agencies that are banks, 
Section 17A(b)(4)(A) of the Act relates only to the 
Commission. As required by Section 
17A(d)(3)(A)(i) of the Act, however, the Commis- 
sion has consulted with the Board of Governors of 
the Federal Reserve System, the “appropriate 
regulatory agency’’ for four bank clearing 
agencies, concerning the revisions proposed in 
this release. 
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to become a member of participant in the organi- 
zation or associated with a member firm when the 
SRO knows that such person is subject to a statu- 
tory disqualification.4 Those sections also grant 
the Commission authority to direct that the SRO 
deny membership or participation to the proposed 
employer firm and to bar the association with a 
member of the person who is subject to a statutory 
disqualification.5 


In response to the changes made by the 1975 
Amendments, and in order to codify procedures 
for Commission resolution of issues relating to re- 
admission to, or continuation of disqualified per- 
sons in, the securities business, the Commission 
adopted rule 19h-1 (also referred to hereinafter as 
the ‘“Rule’’).6 Rule 19h-1 provides for Commission 
review of notices filed by SRO’s proposing, condi- 
tionally or unconditionally, to admit to, or continue 
any person in, membership, participation or asso- 
ciation with a member,’ notwithstanding a statuto- 
ry disqualification where the SRO and the parties 
involved, including the person subject to the statu- 
tory disqualification and his prospective employer, 
have agreed on employment conditions or limita- 
tions. 





4The 1975 Amendments introduced the concept of 
a ‘statutory disqualification” with respect to mem- 
bership or participation in an SRO for those per- 
sons who, among other things, have been found to 
have violated the federal securities laws. See 
Section 3(a)(39) of the Act. 


5 This authority is sometimes referred to in this re- 
lease as the “veto power” or “veto authority.” 


& Securities Exchange Act Release No. 13726 
(July 8, 1977), 42 FR 36415. The Rule is found at 
17 CFR 240.19h-1. 


7Since the term “person associated with a mem- 
ber,” as defined in the Act, includes all employees 
of an SRO member, the notice requirements of the 
Rule apply to clerical and ministerial employees, 
among others, who are subject to statutory 
disqualifications if the SRO knows or, in the exer- 
cise of reasonable care, should have known that 
such person was so disqualified. Compare Sec- 
tions 3(a)(18) and 3(a)(21) of the Act. 
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Except as provided in the Rule, the Commission 
reviews on their merits all SRO reentry and contin- 
uance actions for which a filing is required under 
the Rule.® Rule 19h-1 establishes the review 
mechanism and contemplates the immediate sub- 
mission, as part of the notice, of the full record in 
the proceeding before the SRO. Thus, this notice 
is not simply an initial, summary report to the 
Commission of action (or proposed action) as is 
required for other kinds of SRO actions concerning 
particular members, associated persons and 
others.? 


In order to avoid unnecessary duplication of effort 
where the applicant or hiring firm is a member of, 
or participant in, more than one SRO, the Rule 
presently provides, in paragraph (b),'° that after 
the first filing of a notice by any SRO, a second 
notice representing the same proposed employ- 
ment need not be filed by another SRO if the sec- 
ond SRO agrees with the terms and conditions of 
the notice filed by the first SRO. The concurrence 
must be set forth in the notice filed by the first 
SRO. 


The provisions of Sections 6(c)(2), 15A(g)(2) and 
17A(b)(4)(A) of the Act specifically require that no- 
tice be given (at least 30 days in advance) to the 
Commission by SRO’s with respect to “admitting” 
any disqualified person or registered broker-dealer 
to membership or participation, or “permitting any 
[such] person to become associated with a mem- 
ber.” Paragraph (a) of the Rule makes clear, how- 
ever, that the filing of a notice is required not only 
where the SRO has determined to admit a disqual- 
ified person seeking entry or reentry, but also 
where the SRO proposes to continue in member- 
ship or association a person who becomes subject 
to a disqualification while a member of associated 





®The Commission does not merely review notice 
filings where an appeal is taken from an adverse 
SRO action or the Commission calls up the matter. 
See Section 19(d) of the Act and Rule 19d-3 (17 
CFR 240.19d-3). 


9See, e.g., Rules 19d-1, 2 and 3 (17 CFR 
240.19d-1, 2 and 3). 


10Under this proposal, the provisions of paragraph 
(b) would be incorporated in paragraph (a)(5) of 
the Rule. 
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with a member.'' The principal reason for the in- 
clusion of continuance situations is that the Com- 
mission has independent authority under Sections 
15(b) or 19(h) of the Act'? effectively to prevent 
the continuance (as well as an admission) and will 
need to have before it the same kinds of informa- 
tion in order to determine whether it wishes to ex- 
ercise that authority or its authority to deny mem- 
bership, participation or association under 
Sections 6(c)(2), 15A(g)(2) and 17(A)(b)(4)(A).19 
Further, the possibility that the Commission may 
choose to exercise that independent disciplinary 
authority at any time can pose substantial risks for 
a proposed employer and the disqualified person. 
That is, they may face such disciplinary action, de- 
spite favorable SRO action under Sections 6(c)(2) 
and 15A(g)(2), if they permit the employment cov- 
ered by a notice to begin before receiving the 
Commission’s views concerning the merits of the 
employment. 





11Some types of disqualifications automatically 
terminate membership, participation or associa- 
tion. Others do not. See Section 3(a)(39) of the 
Act. 


Under Section 17(a) of the Act, of course, the 
Commission has authority to require SRO’s to fur- 
nish it such reports as the Commission ‘“‘pre- 
scribes as necessary or appropriate in the public 
interest,....” 


12 Section 15(b) of the Act empowers the Commis- 
sion to impose exclusionary sanctions, including 
revocation of broker-dealer registration, on any 
person who has been found to have committed 
certain offenses (as set forth in paragraphs (4) 
and (6) of the Section), which findings and sanc- 
tions are included within those constituting a “stat- 
utory disqualification” (as defined in Section 
3(a)(39)) from SRO membership, participation or 
association. In addition, Section 19(h) empowers 
the Commission directly to suspend or bar per- 
sons from SRO membership, participation or asso- 
ciation based on similar findings. 


13See the second sentence of paragraph (d) of the 
Rule. See also /n the Matter of NASD and Flieder- 
baum and Mooradian, Securities Exchange Act 
Release No. 15568 (February 13, 1979), 16 SEC 
Docket 1105. 
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Consequently, paragraph (d) of the Rule provides 
in part that, at the time f the filing of a notice, an 
application may be made to the Commission for an 
order stating that, notwithstanding the disqualifica- 
tion, the Commission will not proceed against the 
firm or the individual under Sections 15(b) or 19(h) 
of the Act, when those sections are also applicable 
to the proposed admission or continuance. 


The Rule provides general guidelines regarding 
the procedures to be followed by the Commission 
in reaching a decision on an application for an or- 
der under paragraph (d). The Rule states that the 
Commission may grant or deny an application for 
an order, without an oral hearing, on the basis of 
the notice and briefs filed by the parties. Any re- 
quest for an oral hearing or argument should be 
submitted with the application. The Commission 
has delegated to the Division of Market Regulation 
the authority to grant applications and issue orders 
requested under the Rule. The Division has not 
been given authority, however, to deny such appli- 
cations. 


Prior to the adoption of the 1975 Amendments, 
proposals for admission to, or continuance in, the 
securities business of disqualified persons were 
submitted by only one SRO, the National Associa- 
tion of Securities Dealers, Inc., with respect to its 
members and persons associated with its mem- 
bers.'4 Since the Commission has been given 
specific statutory responsibility for oversight of the 
exchanges and clearing agencies in this area by 
the 1975 Amendments and as a result of other fac- 
tors, including growth in the securities industry, 
the volume of Rule 19h-1 notices submitted to the 
Commission has increased substantially.15 Both 
the Commission’s experience in administering 
Rule 19h-1 and the increased level of filings un- 
der the Rule have demonstrated that certain 
changes in the Rule are desirable. Certain of 
these changes would reduce the volume of filings 
required to be made with the Commission. This 
would better enable the Commission to devote its 





14See former Rule 15Ab-1 under the Act. That 
rule was superseded by Rule 19h-1. 


15In 1978, the Commission reviewed approximate- 
ly 45 SRO notices. Since the beginning of 1979, 
the Commission has reviewed approximately 114 
SRO notices. 
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resources to those filings that raise important is- 
sues of investor protection. Moreover, the Rule 
would set forth revised procedures that would fa- 
cilitate both compliance with the Rule by SRO's 
and administration of the Rule by the Commission. 


DISCUSSION OF THE PROPOSED AMEND- 
MENTS 


A. Additional Exceptions 


Under a proposed amendment to paragraph (a)(3) 
of the Rule, formal notice would not have to be 
filed with the Commission by an SRO for an indi- 
vidual who changes employment if the new posi- 
tion is essentially on the same terms and condi- 
tions as were imposed pursuant to a Commission 
order or in connection with an earlier approved ad- 
mission to, or continuance of employment for, that 
individual, notwithstanding the same disqualifying 
circumstances.'® In administering the Rule, the 
Commission has reviewed numerous cases involv- 
ing such employment changes and has generally 
agreed with the SRO’s concerned that the 
changes would not be contrary to the public inter- 
est or the protection of investors. The Commission 
has, in such cases, encountered few serious ques- 
tions as to whether the new employment condi- 
tions were actually comparable with the previously 
approved conditions. In fact, the Commission has 
often permitted such persons to commence their 
new employment during Commission considera- 
tion fo the pertinent SRO notice filings. Therefore, 
the preparation and review of such notices has 
placed an unnecessary burden on the administra- 
tive resources of the Commission and SRO’s in re- 


lation to the risks to the investing public in this 
area. 


Under the proposed exception, SRO’s would be 
required, instead of preparing and submitting a full 
notice, merely to file with the Commission a brief 
report, in the form of a letter, no later than 14 days 
after its final determination to permit the admission 





16Paragraph (a)(3)(i) of the Rule currently pro- 
vides that a further notice need not be filed with 
the Commission if a person subject to a statutory 
disqualification is a participant in, member of, or a 
person associated with a member of an SRO, and 
the SRO member or participant joins another 
SRO. The language of this provision would be re- 
vised to clarify its meaning. 
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to, or continuance in, membership, participation, 
or association. The report would set forth the indi- 
vidual’s name, place of employment, name of his 
proposed new supervisor(s), and the SRO’s find- 
ing that, after reasonable inquiry, the disqualified 
applicant is being employed under substantially 
the same terms and conditions as his/her previ- 
ous, identified employment and that there is no 
intervening conduct or other circumstance that 
would cause the employment to be inconsistent 
with the public interest or the protection of invest- 
ors. In these instances, the SRO would determine 
when the new employment could begin. The Com- 
mission would, however, still not be foreclosed 
from instituting administrative proceedings €.g., 
under Section 15(b) or 19(h), as applicable) based 
on the disqualification if it later appears that the 
SRO finding was in error because, for example, 
the employment conditions have been materially 
misrepresented to it or there has been a failure to 
comply with the approved employment conditions. 


Another amendment to paragraph (a)(3) of the 
Rule would also remove from the filing require- 
ment cases where the sole operative statutory dis- 
qualification consists of an injunction’? that was 
entered ten or more years prior to the proposed 
admission or continuance.'® The Commission be- 
lieves that it is unlikely that an injunction issued 
more than ten years prior to reentry would, by it- 
self, be an appropriate impediment to reentry. 
Since criminal convictions are only considered to 
be disqualifying circumstances for ten years under 
Sections 3(a)(39) and 15(b)(4)(B) of the Act, the 
Commission believes that it should exempt the 
membership or association of persons subject to 
such injunctions from the notice requirements of 
the Rule. 


A further exception from the full filing requirements 
is being proposed, under paragraph (a)(3) of the 
Rule, for certain reentry or continuance situations 
where a person’s statutory disqualification was the 





17See Sections 3(a)(39) and 15(b)(4)(C) of the 
Act. 


18 The Rule would provide that, in the case of a fi- 
nal injunction that was preceded by a preliminary 
injunction against the same person in the same 
court proceeding, the ten year period will begin to 
run from the date of the preliminary injunction. 


Volume 22, No. 4, March 24, 1981 





subject of prior Commission consideration during 
an administrative proceeding (e.g., pursuant to 
Section 15(b) of the Act). The amendment would 
apply where, on the prior occasion, (1) the Com- 
mission concluded that it would not restrict or limit 
the future employment of the disqualified person in 
the securities industry on the basis of that disqual- 
ifying circumstance or (2) the Commission set 
forth restrictions or limitations on the person’s em- 
ployment in the securities industry for a specified 
time period and that time period has elapsed. In 
those instances, the Commission believes that it 
would be unfair to again require the individual in- 
volved to justify his/her continuance in or return to 
the business where the Commission has already 
dealt with that very issue in a formal proceeding. It 
would also impose inappropriate burdens on the 
firm, the person involved and the staffs of the 
SRO’s and the Commission to have to pursue the 
formal notice filing and processing procedures 
contemplated by the Rule. For similar reasons, an 
additional exemption would be included in para- 
graph (b) of the Rule to cover those situations 
where the same kinds of determinations respect- 
ing a person’s future participation in the securities 
business were incorporated in the judgment or de- 
cision entered in a court enforcement action. 


In order to permit the Commission to oversee use 
by the SRO’s of the proposed exceptions dis- 
cussed in the preceding paragraph, however, the 
SRO would be required to notify the Commission, 
by letter, of those instances where it takes an ad- 
mission or continuance action in reliance on those 
provisions.'9 


Finally, an exemption from the full notice require- 
ments would be adopted to cover situations where 
the Commission has previously consented, pursu- 
ant to Section 15(b)(6) or 15B(c)(4) of the Act, to a 
particular proposed association of a person who is 
subject to a Commission order under one or both 
of those sections barring the person from being or 





19The proposed exceptions to the notice require- 
ment would not act in any way to remove the dis- 
qualification. Therefore, among other things, the 
disqualification would still be required to be dis- 
closed on Form BD and in registration filings with 
the SRO(s). 


Volume 22, No. 4, March 24, 1981 


becoming associated with a broker or dealer.2° 
Since the Commission would already have been 
directly informed of and would have approved the 
particular proposed employment, the filing of a no- 
tice under the Rule would serve no useful purpose 
in those situations. 


B. SRO Records Filed with the Commission 


Paragraphs (c) and (e) of the amended Rule would 
formally call for additional information that the 
Commission, through experience, has found help- 
ful in reviewing and making determinations with 
respect to SRO notices and applications filed un- 
der the Rule and has previously requested that the 
SRO’s supply. Specifically, in addition to the infor- 
mation already sought,2’ the Rule would require 
that the filing include, as appropriate: 





20See ‘Clarifications,’ subsection C, infra, for a 
discussion of certain of the circumstances under 
which such prior Commission action on the pro- 
posed association may arise. 


21The Rule currently requires inclusion of the fol- 
lowing information: 


(1) the name of the person concerned 
together with last place of residence 
or business as reflected on the re- 
cords of the SRO; 


the basis for the disqualification 
including (if based on a prior adjudi- 
cation) a copy of the order or deci- 
sion of the court, the Commission or 
the SRO which adjudicated the mat- 
ter giving rise to the disqualification; 


in the case of an admission, the 
date upon which it is proposed by 
the SRO that the membership, par- 
ticipation or association is to be- 
come effective, which shall be not 
less than 30 days from the date 
upon which the Commission re- 
ceives the notice; 


a description by or on behalf of the 
person concerned of the activities 
engaged in by the person since the 
disqualification arose, the prospec- 
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(1) in the recitation of the proposed 
supervisory procedures, if any, in- 
formation on the pertinent qualifica- 
tions of the supervisors, including 
prior disciplinary and enforcement 
actions against them and the rela- 
tionship of any of the supervisors to 
the disqualified person; 


an affidavit signed by the proposed 
employer setting forth the terms and 
conditions of the prospective em- 
ployment and supervision; 


the names and locations of any oth- 
er disqualified persons employed by 
the firm; 


the results of the examinations of 
the prospective employer’s busi- 
ness completed by all SRO’s during 
the preceding three years; 


a completed Form U-422 and a certi- 
fication that the person currently 
meets all applicable qualifications 
requirements with respect to the 
proposed employment; 


any writte information supplied by 
the Commission staff to the SRO 
pertaining to such application; and 





FOOTNOTE, Continued 
tive business or employment in 
which the person plans to engage 
and the manner and extent of su- 
pervision to be exercised over and 
by the person; and 


if a hearing on the matter has been 
held by the organization, a certified 
record of the hearing together with 
copies of any exhibits introduced 
therein. 


22Form U-4 is a uniform form for registration of in- 
dividuals with the Commission, SRO’s and state 
securities commission that contains, among 
things, information concerning the prior employ- 
ment and disciplinary history of the individuals. 
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(7) all written materials not included in 
a certified hearing record before the 
SRO that were furnished by per- 
sons other than an SRO or the 
Commission and were considered 
by the SRO in its disposition of the 
matter. Such material would be re- 
quired to be sworn to by affidavit. 


One of the principal problems that the Commission 
has encountered in administering the Rule is that 
many of the notice filings that the Commission has 
received each year have been incomplete or have 
not provided an adequate basis for Commission 
review. Since the notice normally comprises the 
entire record before the Commission, it should 
contain all relevant information.2? If the SRO re- 
cord fails to contain sufficient information to justify 
a Commission determination to permit the pro- 
posed employment, the Commission cannot make 
such a determination. In some instances, the 
Commission has had to devote a considerable 
amount of its staff resources to obtaining addition- 
al relevant information.24 In light of the problems 
that both the Commission and the SRO’s have ex- 
perienced in this regard, the Commission believes 
that inclusion of the foregoing information would 
provide a meaningful improvement in its ability to 
administer the Rule fairly and effectively. In partic- 
ular, the Commission should be able to review no- 
tices and applications on a more expeditious ba- 
sis. 


The Commission is also especially concerned that 
existing relevant information in its files, of which 
the SRO may be unaware, be a part of the record 
in filings under the Rule so that the SRO and af- 
fected persons may have an opportunity to ad- 
dress that information.25 Therefore, the Rule 





23As is the case with all required filings with the 
Commission, a notice is not considered filed un- 
less and until complete. See 17 CFR 240.0-3. 


24In several cases, the Commission could have 
chosen instead to take adverse action with respect 
to the merits of the proposed employment. 


25The Rule contemplates a hearing before the 


SRO in which the SRO gives the applicant an op- 
portunity to support the proposed employment. In 
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would require that, promptly after receipt by an 
SRO of an application for admission to, or continu- 
ance in, membership, participation or association 
with a member with respect to a person subject to 
a Statutory disqualification, the SRO notify the 
Commission staff of such receipt. This notification 
would enable the Commission staff to alert the 
SRO to the possible existence of such information 
and, in appropriate circumstances, to make it 
available to the SRO in time to permit its con- 
sideration in the SRO’s processing of notices and 
applications. There have been instances where 
SRO’s have not become aware of such informa- 
tion until the matter was already before the Com- 
mission. Under a related amendment to para- 
graphs (c) and (e) of the Rule, the SRO would 
have to include in its consideration of the admis- 
sion proposal, and in the notice to the Commission 
of its proposal to admit the disqualified person, 
any written information supplied by the Commis- 
sion staff to the SRO pertaining to such applica- 
tion. 


If, however, information that is not included in the 
SRO record and that may affect the Commission's 
determination is brought to the Commission's at- 
tention through the exercise of the Commission’s 
official administrative and adjudicative re- 
sponsibilities under the securities laws during the 
pendency of its consideration of a notice or appli- 
cation under the Rule, the Commission may 
choose to convey such information to the SRO, 
and remand the matter to the SRO for further con- 
sideration. All of the appropriate parties would 
then have an opportunity to respond, generally in 
writing, to that information. 


The Rule would also require that all written sub- 
missions not included in a certified hearing record 
and furnished to an SRO by persons other than 
SRO staff or governmental authorities be sworn to 
by affidavit and included in the notice if such sub- 
missions were considered by the SRO in its dispo- 





FOOTNOTE, Continued 


addition, an SRO favorably disposed to the appli- 
cation may supplement the information supplied to 
it by the applicant so as to present a record to the 
Commission supporting its proposal. There is not, 
however, a requirement that the hearing before 
the SRO be a formal evidentiary hearing. 
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sition of the matter. The Commission believes tht 
this requirement would help to insure the accuracy 
of the record before both it and the SRO. 


C. Clarifications 
1. Sections 15(b)(6) and 15B(c)(4) Consents 


Sections 15(b)(6) and 15B(c)(4) of the Act make it 
unlawful for any person barred under those sec- 
tions to be come, or to be, associated with a 
broker-dealer or municipal securities dealer and 
for any such broker, dealer or municipal securities 
dealer to permit such a person to become, or re- 
main, a person associated with the firm without the 
consent of the Commission. Therefore, persons 
under such bars who are the subject of a notice 
filed by an SRO under Rule 19h-1 need such 
consent to make the proposed association lawful. 
Such consent can take the form of a declaratory 
order under paragraph (d) of Rule 19h-1. Since 
there has been some uncertainty in this area, the 
amendment would specifically clarify that such 
consent can and, if needed when the notice is 
filed, should be sought under paragraph (d) of the 
Rule. 


At the same time, it has been the Commission’s 
practice to permit an individual to apply directly to 
the Commission for reentry in cases where the 
Commission has barred that person from associa- 
tion with a broker-dealer in a proceeding under 
Section 15(b)(6) of the Act and, as a part of that 
sanction, has explicitly afforded the person a right 
to apply for reassociation, under appropriate con- 
ditions, at a future time.26 A proviso has therefore 
been added to the proposed new provision dis- 
cussed in the preceding paragraph making it clear 
that that provision does not affect the individual’s 
ability to choose to apply directly.2” 





26See Securities Exchange Act Release No. 
11267, 6 SEC Docket 346 (1975). 


27 Since the same principles seem to apply to bars 
from association with a municipal securities dealer 
under Section 15B(c)(4) of the Act, a reference to 
that section has also been included in the pro- 
posed proviso. 
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2. Other Requests for Relief by Municipal Securi- 
ties Firms 


Under Sections 15B(a)(2) and 15B(c)(2) of the 
Act, the Commission has authority to exclude from 
registration as a municipal securities dealer any 
dealer that would be subject to denial, revocation 
or suspension of its broker-dealer registration if it 
were so registered or were seeking such registra- 
tion under Section 15(b). For example, if a bank 
municipal securities dealer2® that was seeking reg- 
istration under Section 15B(a)(2) were the subject 
of a conviction or injunction of a type described in 
Section 15(b)(4) of the Act, the Commission could 
deny that registration. Thus, if that bank dealer 
were also seeking participation in a registered 
clearing agency and the clearing agency, as re- 
quired by Section 17A(b)(4)(A) of the Act, filed a 
notice of that proposed participation under Rule 
19h-1, the clearing agency (or bank dealer) might 
also wish to apply to the Commission for a deter- 
mination that the Commission would not institute a 
denial proceeding against the bank dealer under 
Section 15B(a)(2) on the basis of the conviction or 
injunction. Since paragraph (d) of the Rule, which 
permits applications for Commission “no-action” 
positions in other, similar situations,29 does not 
now provide explicitly for such applications by or 
on behalf of municipal securities dealers, para- 
graph (d) would be amended to so provide. 


In addition, under Rule G—4 of the Municipal Secu- 
rities Rulemaking Board, a municipal securities 
broker or municipal securities dealer that is sub- 
ject to certain disqualifications is considered to be 
unqualified to engage in the municipal securities 
business unless the Commission (or in some 
cases the NASD or appropriate bank regulatory 
agency), on application, finds to the contrary. As 
proposed to be amended,°° Rule 19h-1 would 





28 Banks or separately identifiable departments or 
divisions of banks doing business as dealers in 
municipal securities are excluded from the broker- 
dealer registration requirements of Section 15(b) 
but are required to register as municipal securities 
dealers under Section 15B. See Sections 3(a)(5) 
and 3(a)(30) of the Act. 


29See section entitled “Background,” supra. 


30See paragraph (d)(3) of the proposed revised 
Rule. 
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permit such applications, when required to be 
submitted to the Commission, to be filed at the 
time a notice of a proposed admission or continu- 
ance with respect to the disqualified person is filed 
under that Rule. 


3. Standards for Issuing Declaratory Orders 


Paragraph (d) of the Rule currently provides that 
the Commission may issue a declaratory order, 
upon application, with respect to the membership, 
participation or association of any person subject 
to an applicable disqualification if “it finds it appro- 
priate in the public interest, for the protection of in- 
vestors, or otherwise in furtherance of the pur- 
poses of the Act.” These standards, which are not 
required by the Act in this context, would be de- 
leted and the paragraph would be amended to per- 
mit the Commission to issue such an order 
“should the Commission determine not to object to 
the position of the SRO set forth in the notice or 
application.” This proposed language would more 
accurately reflect the nature of the Commission’s 
decision-making process with respect to the issu- 
ance of such orders, which orders are, in sub- 
stance, similar to traditional ‘“‘no-action” positions 
of the Commission concerning the institution of 
enforcement proceedings under the federal secu- 
rities laws. 


4. Procedures to be Used by the Commission in 
Reviewing Notices 


Under another proposed amendment, the Com- 
mission would set forth in paragraph (g) of the 
Rule the procedures that it will follow in de- 
termining whether to direct, pursuant to Sections 
6(c)(2), 15A(g)(2), or 17A(b)(4)(A) of the Act, that 
a proposed admission covered by a notice be 
denied or an order barring association issue where 
the notice is filed under paragraph (a) of the Rule 
and is not acccompanied by an application for a 
declaratory order under paragraph (d) of the Rule. 
These procedures would parallel those for 
determining Commission action on an application 
filed under paragraph (d) of the Rule.*" 


A second revision of paragraph (g) of the Rule 
would provide that the Commisson may grant or 





31See Background section, supra. 
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deny an application for a declaratory order on the 
basis of the notice or application filed by the SRO, 
by the person subject to the disqualification or by 
another applicant, such as the proposed employer, 
on behalf of such person. Paragraph (g) of the 
Rule currently provides that the Commission may 
grant or deny an application under paragraph (d) 
on the basis of the papers filed by the “parties.” 
Since the term “parties” is not defined in the Rule 
and could therefore create some uncertainty, the 
Commission believes that it would be preferable to 
spell out its intention more clearly in this respect. 


Finally, the Act does not address whether the 
Commission may exercise its veto authority under 
Sections 6(c)(2), 15A(g)(2) and 17A(b)(4)(A) of the 
Act after expiration of the thirty day period follow- 
ing the Commission’s receipt of notice from an 
SRO of a proposal to admit a disqualified person 
to membership, participation, or association with a 
member.? In addition, those provisions do not 
specify when, following the expiration of the mini- 
mum thirty day period, an SRO may admit such a 
person. Therefore, and in order to allow ample 
time for the Commission to consider the merits of 
a proposed admission when circumstances re- 
quire a longer period of deliberation, the Rule 
would be amended to provide that the Commission 
could, by written notice to the SRO, extend for up 
to sixty days its consideration of the SRO’s pro- 
posal. However, in the interests of fairness to the 
person seeking entry, the amendment would also 
provide that during the Commission’s extended 
consideration of whether to veto the SRO’s pro- 
posal, the person may, if the SRO consents, 
temporarily commence his membership, par- 
ticipation or association with a member.%? Such 
membership, participation or association would, or 
course, be required to terminate if the Commission 
determines to exercise its veto power during the 
extension period.%4 





32 See Background section and n.5, supra. 


33See proposed paragraph (a)(7) of the Rule. 


34 If the Commission should determine not to exer- 
cise its veto authority during the extended period, 
it would not be precluded from taking other appro- 
priate action under other provisions of the Acct. 
See paragraph (d) of the Rule. 
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REGULATORY FLEXIBILITY ACT CONSIDERA- 
TIONS 


The Chairman has certified that the proposed rule, 
if promulgated, will not have a significant econom- 
ic impact on a substantial number of small entities. 


STATUTORY BASIS 


The proposed amendments to Rule 19h-1 would 
be promulgated under the Act, and particularly 
Sections 6, 15, 15A, 15B, 17, 17A, 19 and 23 
thereof (15 U.S.C. 78f, 780, 780-3, 780-4, 78q, 
78q-1, 78s, and 78w). Therefore, on the basis of 
the above discussion and analysis, the Commis- 
sion is proposing to amend Part 240 of Chapter II 
of Title 17 of the Code of Federal Regulations** by 
amending § 240.19h-1 as follows: 


§ 240.19h-1 Notice by a self-regulatory organiza- 
tion of proposed admission to or continuance in 
members, or participation or association with a 
member of any person subject to a statutory dis- 
qualification, and applications to the Commis- 
sion for relief therefrom. 


(a) Notice of admission or continuance not- 
withstanding a statutory disqualification. 


(1) Any self-regulatory organization proposing, 
conditionally or unconditionally, to admit » to, < or 
continue any person in ®, < membership or par- 
ticipation or (in the case of a national securities 
exchange or registered securities association) as- 
sociation with a member, notwithstanding a statu- 
tory disqualification [as to such person] P, as < 
defined in Section 3(a)(39) of the Act, ® with re- 
spect to such person, < shall file a notice with the 
Commission of such proposed admission or con- 
tinuance. If such person has not consented to 
such proposal notice of the organization's action 
shall be filed pursuant to Rule 19d-1 under the 
Act and not this rule. 


(2) With respect to a person associated with a 
member of a national securities exchange or reg- 
istered securities association, notices need be 
filed with the Commission pursuant to this rule 
only if such person P : 4 





35In the text of the proposed amendment, “(1)” in- 
dicates material to be deleted and “><” indicates 
new material. 
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controls such member or is a general 
partner or officer (or person occupying 
a similar status or performing similar 
functions) or an employee of such 
member, or 


is a broker or dealer not registered 
with the Commission, or controls such 
(unregistered) broker or dealer or is a 
general partner or officer (or person 
occupying a similar status or per- 
forming similar functions) of such bro- 
ker or dealer. 


(3) A notice need not be filed with the Commis- 
sion pursuant to this rule if PB: < 


(i) 


the person subject to the statutory dis- 
qualification is [then] » already < a 
participant in, a member of, or a per- 
son associated with a member of, P a 
<= [another] self-regulatory organiza- 
tion, and ® the terms and conditions of 
the proposed admission by another 
self-regulatory organization are the 
same in all material respects < [the 
proposed admission or continuance is 
on essentially the same terms and 
conditions] as ® those < imposed >» 
or approved < in connection with such 
person’s prior admission or continu- 
ance pursuant to an order of the Com- 
mission under paragraph (d) of this 
rule or otherwise; [or] 


the [sole such disqualification consists 
of] P» self-regulatory organization 
finds, after reasonable inquiry, that ex- 
cept for the identity of the employer 
concerned, the terms and conditions of 
the proposed admission or continu- 
ance are the same in all material re- 
spects as those imposed or approved 
in connection with a prior admission or 
continuance of the person subject to 
the statutory disqualification by an or- 
der of the Commission under para- 
graph (d) of this section or otherwise 
and that there is no intervening con- 
duct or other circumstances that would 
cause the employment to be inconsist- 
ent with the public interest or the pro- 
tection of investors; 
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the disqualification consists of (A) an 
injunction from engaging in any action, 
conduct, or practice specified in sec- 
tion 15(b)(4)(C) of the Act, which in- 
junction was entered 10 or more years 
prior to the proposed admission or 
continuance—Provided, however, 
That in the case of a final or perma- 
nent injunction which was preceded by 
a preliminary injunction against the 
same person in the same court pro- 
ceeding, such ten-year period shall be- 
gin to run from the date of such prelim- 
inary injunction—or (B) < a finding by 
the Commission or a_ self-regulatory 
organization of a willful violation of the 
Act, the Securities Act of 1933, the In- 
vestment Advisers Act of 1940, the In- 
vestment Company Act of 1940, or a 
rule or regulation under one or more of 
such Acts and the sanction for such vi- 
olation is no longer in effect[.] >; 


the disqualification was previously 
considered by the Commission in 
determining a sanction against such 
person in an administrative proceeding 
pursuant to section 15(b) or 15B of the 
Act based on such disqualification, 
and the Commission concluded that, 
on the basis of the disqualification, it 
would not restrict or limit the future se- 
curities activities of such person in the 
Capacity now proposed or, if it im- 
posed any such restrictions or limita- 
tions for a specified time period, such 
time period has elapsed; 


the disqualification consists of a court 
order or judgment of injunction or con- 
viction, and such order or judgment (A) 
expressly includes a provision that, on 
the basis of such order or judgment, 
the Commission will not institute a pro- 
ceeding against such person pursuant 
to section 15(b) or 15B of the Act or 
that the future securities activities of 
such persons in the capacity now pro- 
posed will not be restricted or limited 
or (B) includes such restrictions or lim- 
itations for a specified time period and 
such time period has elapsed; or 
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in the case of a person seeking to be- 
come associated with a broker or deal- 
er or municipal securities dealer, the 
Commission has previously consented 
to such proposed association pursuant 
to section 15(b)(6) or 15B(c)(4) of the 
Act. 


(4) If a self-regulatory organization determines to 
admit to, or continue any person in, membership, 
participation, or association with a member pursu- 
ant to an exception from the notice requirements 
provided in paragraphs (3)(ii), (iv) or (v) hereof, 
such organization shall, within 14 calendar days of 
its making of such determination, furnish to the 
Commission, by letter, a notification setting forth, 
as appropriate: 


(i) the name of the person subject to the 
statutory disqualification; 


the name of the person’s prospective 
and immediately preceding employers 
who are (were) brokers or dealers or 
municipal securities dealers; 


the name of the person’s prospective 
supervisor(s); 


the respective places of such employ- 
ment as reflected on the records of the 
self-regulatory organization; 


if applicable, the findings of the self- 
regulatory organization referred to in 
paragraph (3)(ii) hereof and the nature 
(including relevant dates) of the previ- 
ous Commission or court determina- 
tion referred to in paragraph (3)(iv) or 
(v) hereof; and 


an identification of any other self- 
regulatory organization which has indi- 
cated its agreement with the terms and 
conditions of the proposed admission 
or continuance; 


(5) < [(b)] If a notice » or notification < has been 
previously filed » or furnished < pursuant to this 
> paragraph < [rule] by a self-regulatory organi- 
zation, any other such organization need not file > 
or furnish < a separate notice » or notification < 
pursuant to this rule with respect to the same mat- 
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ter if such other organization agrees with the 
terms and conditions of the ® membership, partic- 
ipation or association reflected in the < notice >» 
or notification < so filed ® or furnished, and such 
agreement is set forth in the notice or notification. 


(6) <4 [(4)] The notice requirements of section » s 
<4 6(c)(2), 15A(g)(2), B® and < 17A(b)(4)(A) [or 
19(d)(1)] of the Act concerning an action of a self- 
regulatory organization subject to one (or more) of 
such sections and this paragraph shall be satisfied 
by a notice with respect to such action filed in ac- 
cordance with paragraph (c) of this rule. 


> (7) The Commission, by written notice to a self- 
regulatory organization on or before the thirtieth 
day after receipt of a notice under this rule, may 
direct that such organization not admit to member- 
ship, participation, or association with a member 
any person who is subject to a statutory disqualifi- 
cation for a period not to exceed an additional 60 
days beyond the initial 30 day notice period in or- 
der that the Commission may extend its consider- 
ation of the proposal; Provided, however, That 
during such extended period of consideration, the 
Commission will not direct the self-regulatory or- 
ganization to bar the proposed admission to mem- 
bership or participation or association with a mem- 
ber pursuant to the above sections, and the 
Commission will not institute proceedings pursu- 
ant to section 15(b) or 15B of the Act on the basis 
of such disqualification if the self-regulatory organ- 
ization has permitted the admission to member- 
ship or participation or association with a member, 
on a temporary basis, pending a final Commission 
determination. 


(b) Preliminary notifications. Promptly after 
receiving an application for admission to, or con- 
tinuance in, participation or membership in, or as- 
sociation with a member of, a self-regulatory or- 
ganization which would be required to file with the 
Commission a notice thereof pursuant to para- 
graph (a) of this section if such admission or con- 
tinuance is ultimately proposed by such organiza- 
tion, the organization shall file with the 
Commission a notification of such receipt. Such 
notification shall include, as appropriate: 


(1) The date of such receipt; 


(2) The names of the person subject to the statu- 
tory disqualification and the prospective employer 
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concerned together with their respective last 
known places of residence or business as reflect- 
ed on the records of the organization; 


(3) The basis for any such disqualification 
including (if based on a prior adjudication) a copy 
of the order or decision of the court, the Commis- 
sion, or the self-regulatory organization which ad- 
judicated the matter giving rise to the disqualifica- 
tion; and 


(4) The capacity in which the person concerned is 
proposed to be employed. <4 


(c) Contents of notice of admission or continu- 
ance. A notice filed with the Commission pursuant 
to paragraph (a) hereof shall contain the following, 
> as appropriate <: 


(1) The name of the person concerned together 
with his last known place of residence or business 
as reflected on the records of the » self-regulatory 
< organization; 


(2) The basis for any such disqualification from 
membership, participation or association including 
(if based on a prior adjudication) a copy of the or- 
der or decision of the court, the Commission or the 
self-regulatory organization which adjudicated the 
matter giving rise to such disqualification; 


(3) In the case of an admission, the date upon 
which it is proposed by the organization that such 
membership, participation or association shall be- 
come effective, which shall be not less than 30 
days from the date upon which the Commission 
receives the notice; 


(4) A description by or on behalf of the person 
concerned of the activities engaged in by the per- 
son since the disqualification arose, the prospec- 
tive business or employment in which the person 
plans to engage and the manner and extent of su- 
pervision to be exercised over and by such person 
[;] ®. This description shall be accompanied by a 
written statement submitted to the self-regulatory 
organization and sworn to by affidavit by the pro- 
posed employer setting forth the terms and condi- 
tions of such employment and supervision. Among 
other things, the description shall include (i) the 
qualifications, experience and disciplinary records 
of the proposed supervisors of the person and 
their family relationship (if any) to that person; (ii) 
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the findings and results of all examinations con- 
ducted by self-regulatory organizations of the 
business of the proposed employer during the 
three years preceding the filing of the notice; (iii) a 
copy of a completed Form U-4 with respect to the 
proposed association of such person and a certifi- 
cation by the self-regulatory organization that such 
person is fully qualified under all applicable re- 
quirements to engage in the proposed activities; 
and (iv) the name and place of employment of any 
other associated person of the proposed employer 
who is subject to a statutory disqualification (other 
than a disqualification specified in paragraph 
(a)(3)(iii) of this section); < 


(5) If a hearing on the matter has been held by 
the organization, a certified record of the hearing 
together with copies of any exhibits introduced 
therein; 


> (6) All written submissions not included in a cer- 
tified oral hearing record which were furnished to 
the self-regulatory organization by persons other 
than staff members of self-regulatory organiza- 
tions or governmental authorities and which were 
considered by the organization in its disposition of 
the matter (such submissions shall be sworn to by 
affidavit); 


(7) <¢ [(6)] An identification of any other self- 
regulatory organization which has _ indicated its 
agreement with the terms and conditions of the 
proposed admission or continuance; [and] 


> (8) All information furnished in writing to the 
self-regulatory organization by the staff of the 
Commission for consideration by the organization 
in its disposition of the matter and a statement of 
the organization’s views thereon; and 


(9) < [(7)] Such other matters as the organization 
or person deems relevant. 


If the notice contains assertions of material facts 
not a matter of record before the self-regulatory 
organization, such facts shall be sworn to by affi- 
davit. The notice may be accompanied by a brief. 


(d) Application to the Commission for relief from 
certain statutory disqualifications. The filing of a 
notice pursuant to paragraph (a) of this section 
shall neither affect nor foreclose any action which 
the Commission may take with respect to such 
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person pursuant to the provisions of section 15(b) 
>, 15B < or 19(h) of the Act or any rule thereun- 
der. Accordingly, a notice filed pursuant to para- 
graph (a) hereof with respect to the membership, 
participation, or association of any person subject 
to an “applicable disqualification,’ as defined in 
paragraph (f) of this rule, may be accompanied by 
an application by or on behalf of the person con- 
cerned to the Commission for an order declaring, 
as applicable, that notwithstanding such disqualifi- 
cation, the Commission: 


(1) Will not institute proceedings pursuant to sec- 
tion 15(b)(1)(B), 15(b)(4), 15(b)(6) PB», 15B(a)(2), 
15B(c)(2), < [or] 19(h)(2) or ® 19(h) < (3) of the 
Act if such person seeks to obtain or continue reg- 
istration as a broker or dealer ® or municipal se- 
curities dealer < or association with a broker or 
dealer ® or municipal securities dealer < so regis- 
tered, or membership or participation in a self- 
regulatory organization; 


(2) Will not direct otherwise, as provided in sec- 
tion 6(c)(2), 15A(g)(2) or 17A(b)(4)(A) of the Act; 
and 


(3) Will deem such person qualified pursuant to 
Rule 15b8-2 under the Act ® or rule G-4 of the 
Municipal Securities Rulemaking Board 4. 


> If a Commission consent is required in order to 
render a proposed association lawful under sec- 
tion 15(b)(6) or 15B(a)(4) of the Act, an application 
by or on behalf of the person seeking such 
consent shall accompany the notice of the pro- 
posed association filed pursuant to paragraph (a) 
hereof; Provided, however, That nothing herein 
shall foreclose the right of any person, at his elec- 
tion, to apply directly to the Commission for such 
consent, if he makes such application pursuant to 
the terms of an existing order of the Commission 
under such section(s) barring his association with 
a broker or dealer or municipal securities dealer 
but explicitly granting him such a right to apply for 
entry or reentry at a later time. < 


The Commision may, in its discretion and subject 
to such terms and conditions as it deems necessa- 
ry, issue such an order ® and consent should the 
Commission determine not to object to the position 
of the self-regulatory organization set forth in the 
notice or application < [if it finds it appropriate in 
the public interest, for the protection of investors, 
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or otherwise in furtherance of the purposes of the 
Act]. 


(e) Contents of application to the Commission. An 
application to the Commission pursuant to para- 
graph (d) of this rule shall consist of the following, 
as appropriate: 


(1) The name of the person subject to the disqual- 
ification together with his last known place of resi- 
dence or business as reflected on the records of 
the self-regulatory < organization; 


(2) A copy of the order or decision of the court, 
the Commission or the self-regulatory organization 
which adjudicated the matter giving rise to such 
“applicable disqualification’; 


(3) The nature of the relief sought and the rea- 
sons therefor; 


(4) A description of the activities engaged in by 
the person since the disqualification arose; 


(5) A description of the prospective business or 
employment in which the person plans to engage 
and the manner and extent of supervision to be 
exercised over and by such person [;] ®. This de- 
scription shall be accompanied by a written state- 
ment submitted to the self-regulatory organization 
and sworn to by affidavit by the proposed employ- 
er setting forth the terms and conditions of such 
employment and supervision. Among other things, 
this description shall include (i) the qualifications, 
experience, and disciplinary records of the pro- 
posed supervisors of the person and their family 
relationship (if any) to that person; (ii) the findings 
and results of all examinations conducted by self- 
regulatory organizations of the business of the 
proposed employer during the three years prece- 
ding the filing of the application; (iii) a copy of a 
completed Form U-4 with respect to the proposed 
association of such person and a certification by 
the self-regulatory organization that such person 
is fully qualified under all applicable requirements 
to engage in the proposed activities; and (iv) the 
name and place of employment of any other asso- 
ciated person of the proposed employer who is 
subject to a statutory disqualification (other than a 
disqualification specified in paragraph (a)(3)(iii) of 
this rule); 4 


(6) If a hearing on the matter has been held by 
the organization, a certified copy of the hearing re- 


SEC DOCKET/417 





cord, together with copies of any exhibits intro- 
duced therein; 


> (7) All written submissions not included in a cer- 
tified oral hearing record which were furnished to 
the self-regulatory organization by persons other 
than staff members of self-regulatory organiza- 
tions or governmental authorities and which were 
considered by the organization in its disposition of 
the matter (such submissions shall be sworn to by 
affidavit) ; 


(8) All information furnished in writing to the self- 
regulatory organization by the staff of the Commis- 
sion for consideration by the organization in its 
disposition of the matter and a statement of the or- 
ganization’s views thereon; and 


(9) < [7] [And] Such other matters as the organi- 
zation or person deems relevant. 


If the application contains assertions of material 
facts not a matter of record before the organiza- 
tion, such facts shall be sworn to by affidavit. The 
application may be accompanied by a brief. 


If any information called for in this paragraph is al- 
ready contained in an application filed with the 
Commission in accordance with paragraph (b) of 
Rule 15b8-2 under the Act concerning the same 
proposed employment, such information may be 
incorporated by reference in the application pursu- 
ant to this rule. 


(f) Definitions. For purposes of this rule: 


(l) The term “applicable disqualification” shall 
mean: 


(i) Any effective order of the Commission pursu- 
ant to section 15(b)(4) or (6) B®, 15B(c)(2) or (4) < 
or 19(h)(2) or (3) of the Act— 


(A) Revoking, suspending or placing limitations 
on the registration, activities, functions, or opera- 
tions of a broker or dealer ® or municipal securi- 
ties dealer 4; 


(B) Suspending, barring, or placing limitations on 
the association, activities, or functions of an asso- 
ciated person of a broker or dealer ® or municipal 
securities dealer <4; 
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(C) Suspending or expelling any person from 
membership or participation in a self-regulatory or- 
ganization; or 


(D) Suspending or barring any person from being 
associated with a member of a national securities 
exchange or registered securities association; [or] 


(ii) Any conviction or injunction of a type de- 
scribed in section 15(b)(4)(B) or (C) of the Act [.] 
>; or 


(iii) A failure under the provisions of Rule 15b8-2 
under the Act or rule G-4 or the Municipal Securi- 
ties Rulemaking Board, to meet qualifications 
standards, when such failure may be remedied by 
a finding or determination by the Commission pur- 
suant to such rule(s) that the person affected nev- 
ertheless meets such standards. < 


(2) The term “control” shall mean the power to di- 
rect or cause the direction of the maanagement or 
policies of a company whether through ownership 
of securities, by contract or otherwise; Provided, 
however, That 


(i) Any person who, directly or indirectly, (A) has 
the right to vote 10 percent or more of the voting 
securities, (B) is entitled to receive 10 percent or 
more of the net profits, or (C) is a director (or per- 
son occupying a similar status or performing simi- 
lar functions) of a company shall be presumed to 
be a person who controls such company; 


(ii) Any person not covered by paragraph (i) shall 
be presumed not to be a person who controls such 
company; and 


(iii) Any presumption may be rebutted on an ap- 
propriate showing. 


(g) Where it deems it appropriate to do so, the 
Commission may »® determine whether to (1) di- 
rect, pursuant to section 6(c)(2), 15A(g)(2) or 
17A(b)(4)(A) of the Act, that a proposed admission 
covered by a notice filed pursuant to paragraph (a) 
of this section shall be denied or an order barring 
a proposed association issued or (2) < grant or 
deny an application filed pursuant to paragraph (d) 
of this ® rule < [section] on the basis of the ® no- 
tice or application < [papers] filed by the [parties,] 
> self-regulatory organization, the person subject 
to the disqualification, or other applicant (such as 
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the proposed employer) on behalf of such person, 
< without oral hearing. Any request for oral hear- 
ing or argument should be submitted with the > 
notice or application. < 


(h) The Rules of Practice [17 CFR 201] shall ap- 
ply to proceedings under this rule to the extent 
that they are not inconsistent with this rule. 


SOLICITATION OR COMMENTS 


All interested persons are invited to submit written 
data, views and arguments concerning the forego- 
ing. Persons desiring to make written submissions 
should submit three copies thereof to George A. 
Fitzsimmons, Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549, not later 
than April 22, 1980. Reference should be made to 
File No. S7-878. All submissions will be made 
available for public inspection at the Commission’s 
Public Reference Section, Room 6101, 1100 L 
Street, N.W., Washington, D.C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





REGULATORY FLEXIBILITY ACT 
CERTIFICATION 


|, Harold M. Williams, Chairman of the Securities 
and Exchange Commission, hereby certify pursu- 
ant to 5 U.S.C. 605(b) that the proposed amend- 
ments to Rule 19h-1 under the Securities Ex- 
change Act of 1934 set forth in Securities 
Exchange Act Release No. 17615, if promulgated, 
will not have a significant economic impact on any 
entity subject to its provisions and, therefore, will 
not have a significant economic impact on a sub- 
stantial number of small entities. The reasons for 
this certification are as follows. 


The Commission does not believe that the pro- 
posed rulemaking will have a significant economic 
impact on self-regulatory organizations (“SRO's”) 
or SRO members and participants. These entities 
will incur some increased costs from certain 
portions of the proposed Rule revisions that would 
require the SRO’s to furnish additional material to 
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the Commission when notices or applications are 
required to be filed. The additional information, 
however, is most likely to be readily accessible to 
SRO’s and SRO members and participants. Fur- 
thermore, although the proposed amendment will 
impose obligations on SRO’s and SRO members 
and participants that are likely to result in an in- 
crease in their administrative costs when notices 
and applications are filed with the Commission, 
the Commission believes that the increase will be 
insignificant in relation to total regulatory adminis- 
trative expenditures and, therefore, total adminis- 
trative expenditures. Moreover, the Commission 
anticipates that any minimal increase in adminis- 
trative costs will be more than offset by the overall 
decrease in such costs resulting from a reduced 
number of full notices that would be required to be 
prepared and filed by the SRO’s and reviewed by 
the Commission under the revisions to Rule 
19h-1. 


Harold M. Williams 
Chairman 


Dated: 2/19/81 
Released 3/10/81 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17616/March 10, 1981 


A notice has been issued giving interested per- 
sons until March 31, 1981 to comment on the ap- 
plications of the Boston Stock Exchange for un- 
listed trading privileges in nine issues which are 
listed and registered on one or more other national 
securities exchanges and are reported in the con- 
solidated transaction reporting system. 





SECURITIES EXCHANGE OF 1934 
Release No. 17617/March 10, 1981 


An order has been issued granting the application 
of the American Stock Exchange to strike the 
common stock ($.10 par value) of NATIONAL 
PARAGON CORPORATION from listing and reg- 
istration thereon. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 17618/March 10, 1981 


An order has been issued granting the application 
of SYSCO CORPORATION to withdraw its com- 
mon stock ($1 par value) from listing and registra- 
tion on the American Stock Exchange. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17619/March 10, 1981 


In the Matter of Applications of the 

BOSTON STOCK EXCHANGE, INCORPORATED 
For Unlisted Trading Privileges 

Securities Exchange Act of 1934 


FINDINGS AND ORDER GRANTING APPLICA- 
TIONS FOR UNLISTED TRADING PRIVILEGES 


The Boston Stock Exchange (‘BSE’) has filed ap- 
plications with the Commission pursuant to Sec- 
tion 12(f)(1)(B) of the Securities Exchange Act of 
1934 (“Act”) and Rule 12f-1 [17 CFR 240.12f-1] 
thereunder, for unlisted trading privileges in the 
following securities which are listed on another na- 
tional securities exchange:' 


CSX Corporation 
Common Stock, $1 Par Value (File No. 
7-5862) 


Fairchild Industries, Inc. 
Series A Convertible Preferred Stock (No Par 
Value) (File No. 7-5863) 


The Commission finds that approval of the BSE’s 
applications for unlisted trading privileges in these 
securities is consistent with the maintenance of 





‘Notice of these applications was given by publi- 
cation in the Federal Register. 46 FR 13623 (Feb- 
ruary 23, 1981). The Commission has received no 
comments with respect to these applications. 


420/SEC DOCKET 


fair and orderly markets and the protection of in- 
vestors. As a national securities exchange regis- 
tered with the Commission pursuant to Section 6 
of the Act, the BSE is subject to the provisions of 
paragraph (b) of that section, and to the Commis- 
sion’s inspection authority and oversight responsi- 
bility under Sections 17 and 19 of the Act and the 
rules and regulations thereunder. In addition, 
transactions in the subject securities, regardless 
of the market in which they occur, are reported in 
the consolidated transaction reporting system con- 
templated by Rule 11Aa3-1 under the Act [17 
CFR 240.11Aa3-1]. The availability of last sale in- 
formation for the subject securities should contrib- 
ute to pricing efficiency and to ensuring that trans- 
actions on the BSE are executed at prices which 
are reasonably related to those occurring in other 
markets. Finally the Commission has received no 
comments indicating that the granting of these ap- 
plications would not be consistent with the mainte- 
nance of fair and orderly markets and the protec- 
tion of investors. The Commission further finds 
that approval of the BSE applications will provide 
increased opportunities for competition among 
brokers and dealers and among exchange mar- 
kets consistent with the purposes of the Act and 
the objectives of the national market system. 


ACCORDINGLY, IT IS ORDERED, pursuant to 
Section 12(f)(1)(B) of the Act, that the applications 
for unlisted trading privileges on the Boston Stock 
Exchange in the above named securities are here- 
by approved. 


For the Commission by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 17620/March 11, 1981 


SECURITIES INVESTOR PROTECTION 
ACT OF 1970 
Release No. 96/March 11, 1981 


In the Matter of 
R. JACK BERNHARDT 
Administrative Proceeding File No. 3-5920 


FINDINGS AND ORDER IMPOSING REMEDIAL 
SANCTIONS 


In these administrative proceedings instituted on 
May 22, 1980' pursuant to the Securities Ex- 
change Act of 1934 (Exchange Act) and the Secu- 
rities Investor Protection Act of 1970 (SIPA), the 
Respondent, R. Jack Bernhardt, has submitted an 
Offer of Settlement. Under and subject to the 
terms of the Offer of Settlement, the Respondent, 
solely for the purpose of disposing of these pro- 
ceedings, without admitting or denying as to him 
any of the matters set forth herein or in the Order 
Instituting Proceedings, and on the understanding 
that nothing contained in the Order Instituting Pro- 
ceedings or in this Order constitutes an adjudica- 
tion or may be used in any way for any purpose, 
as evidence or otherwise, in any action or pro- 
ceeding, other than Commission proceedings, 
consents to the issuance of this Order. 


This Order is being issued with the consent of the 
Respondent, without a hearing, without factual 
findings and is based solely upon the allegations 
of the Division of Enforcement contained in the 
Order Instituing Proceedings herein and the Offer 
of Settlement submitted by the Respondent. 


Findings 


Based upon the above, the Commission finds:? 





1Matter of Loeb, Rhoades, Hornblower & Co., et 
al., Admin. Proc. File No. 3-5920, instituted on 
May 22, 1980, Securities Exchange Act of 1934 
Release No. 16823, 20 SEC Docket 116. 


2The findings herein are not binding upon any oth- 
er Respondent named in these proceedings. 
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R. Jack Bernhardt wilfully* violated and wilfully 
aided and abetted violations of Section 17(a) of 
the Securities Act of 1933 and Sections 9(a)(2), 
10(b) and 13(d) of the Exchange Act and Rules 
10b-5 and 13d-1 thereunder, and wilfully aided 
and abetted violations of Sections 7(c), 15(c) and 
17(a) of the Exchange Act and Rules 15c3-1, 
17a-3 and 17a-—4 thereunder and Regulations T, 
U and X promulgated by the Board of Governors 
of the Federal Reserve System. ** 


Order 


In view of the foregoing, the Commission deems it 
appropriate and in the public interest to accept the 
Offer of Settlement of the Respondent and impose 
the remedial sanctions specified therein. 


Accordingly, IT |S ORDERED that, effective imme- 
diately, R. Jack Bernhardt be, and he hereby is, 





*The term “wilfully,” for the purpose of an admin- 
istrative proceeding, does not require a finding 
that the respondent engaged in conduct with intent 
to violate the law or with the knowledge that the 
law was being violated. Accordingly, no such find- 
ing is made. The term “wilfully,” for the purpose of 
an administrative proceeding, requires, at a mini- 
mum, only that the respondent’s actions were vol- 
untarily performed in the sense that the respond- 
ent was aware of his actions. 


**The Order Instituting Proceedings is intended 
to, and does, contain allegations limited to the 
Commission's statutory functions in a broker- 
dealer administrative proceeding. It does not pur- 
port to be a report of investigation. The Respond- 
ent is involved in a number of private civil actions 
which include, among other parties, respondents 
to these proceedings which have previously con- 
sented and defendants in an injunctive action pre- 
viously filed by the Commission. Nothing in the 
Order Instituting Proceedings or in this Order is in- 
tended to reflect, or should be construed as re- 
flecting, any view of the Commission or the Divi- 
sion of Enforcement as to the relative culpability or 
civil responsibility of any party to any private ac- 
tion in such action. The Order Instituting Proceed- 
ings does not refer to all the matters which may 
have a bearing upon the issues involved in private 
civil actions. These are matters for determination 
and consideration in the pending litigation and are 
not within the scope of the Commission’s proceed- 
ings. 
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barreed from association with any broker, dealer, 
investment adviser or investment company. 


For the Commission, by its Secretary, pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17621/March 12, 1981 


The Securities and Exchange Commission an- 
nounced, pursuant to Section 12(k) of the Securi- 
ties Exchange Act of 1934 (‘Exchange Act’), the 
temporary suspension of over-the-counter trading 
of the securities of Servoil Industries, Inc. 
(‘‘Servoil’), a Nevada corporation located at 310 
Madison Avenue, New York, New York, for the ten 
day period commencing at 9:45 a.m. on March 12, 
1981 and terminating at midnight (EST) on 
March 21, 1981. 


The Commission suspended trading in the securi- 
ties of Servoil in view of questions concerning re- 
cent market activity in its securities and because 
of the lack of currently accurate and adequate in- 
formation concerning (a) the financial condition of 
Servoil and its affiliates; (b) certain investment in- 
terests and assets held by Servoil; (c) royalty and 
marketing agreements entered into by Servoil;; (d) 
the operational capabilities of Servoil; and (e) the 
management of Servoil. 


The Commission cautions broker-dealers, share- 
holders and prospective purchasers that they 
should carefully consider thhe foregong informa- 
tion along with all other currently available infor- 
mation and any information subsequently issued 
by the company. 


Furthermore, brokers and dealers should be alert 
to the fact that, pursuant to Rule 15c2-11 under 
the Exchange Act, at the termination of the trading 
suspension, no quotation may be entered unless 
and until they have strictly complied with all of the 
provisions of said rule. If any broker or dealer has 
any questions as to whether or not he has com- 
plied with said rule, he should not enter any quota- 
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tion but immediately contact the staff of the Divis- 
ion of Enforcement in Washington, D.C. If any 
broker or dealer is uncertain as to what is required 
by Rule 15c2-11, he should refrain from entering 
quotations relating to the securities in question 
until such time as he has familiarized himself with 
said rule and is certain that all of its provisions 
have been met. If any borker or dealer enters any 
quotation which is in violation of said rule, the 
Commission will consider the need for prompt en- 
forcement action. 


If any broker-dealer or other person has any infor- 
mation which may relate to this matter, the Divi- 
sion of Enforcement of the Securities and Ex- 
change Commission should be telephoned at 
(212) 264-1672. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17622/March 12, 1981 


NOTICE OF FILING AND EFFECTIVENESS OF 
PROPOSED RULE CHANGE BY THE MUNICI- 
PAL SECURITIES RULEMAKING BOARD 


File No. SR-MSRB-81-1 


The Municipal Securities Rulemaking Board (the 
“MSRB”) submitted, on March 5, 1981, a pro- 
posed rule change under Rule 19b-4 to amend 
MSRB rule A-3 relating to criteria for the selection 
of persons who are not MSRB members as mem- 
bers of the Nominating Committee. Rule A-3 pro- 
vides that the Nominating Committee shall consist 
of (1) MSRB members whose terms are expiring, 
(2) representatives of municipal securities brokers 
and municipal securities dealers that are not 
banks, (3) representatives of bank dealers, and (4) 
“public” members. The present rule excludes from 
the “public” category all persons deemed to be 
associated with any broker, dealer, or municipal 
securities dealer whether or not such persons as a 
matter of fact have any direct relationship with, or 
control the activities of, such entities. The pro- 
posed rule change would alter the criteria for 
“public” members of the Nominating Committee 
by allowing the appointment of persons under 
common control with, or indirectly controlling, any 
broker, dealer, or municipal securities dealer. 


The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
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Exchange Act of 1934 (the ‘“Act’). At any time 
within sixty days of the filing of such proposed rule 
change, the Commission may summarily abrogate 
such rule change if it appears to the Commission 
that such action is necessary or appropriate in the 
public interest, for the protection of investors, or 
otherwise in furtherance of the purposes of the 
Act. 


Publication of the submission is expected to be 
made in the Federal Register during the week of 
March 16, 1981. In order to assist the Commission 
in determining whether to abrogate the proposed 
rule change, interested persons are invited to sub- 
mit written data, views, and arguments concerning 
the submission within 21 days from the date of 
publication in the Federal Register. Persons 
desiring to make written comments should file six 
copies thereof with the Secretary of the Commis- 
sion, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. SR- 
MSRB-81-1. 


Copies of the submission, all subsequent amend- 
ments, and all written statements with respect to 
the proposed rule change which are filed with the 
Commission, and of all written communications 
relating to the proposed rule change between the 
Commission and any person, other than those 
which may be withheld from the public in accord- 
ance with the provisions of 5 U.S.C. § 552, will be 
available for inspection and copying at the Com- 
mission's Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 17623/March 12, 1981 


SEE 


SECURITIES ACT OF 1933 
Release No. 6298/March 12, 1981 
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PUBLIC UTILITY HOLDING COMPANY ACT 1935 
Release No. 21943A/March 6, 1981 


In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
Four Gateway Center 
Pittsburgh, Pennsylvania 15222 


CNG PRODUCING COMPANY 
One Canal Place 
New Orleans, Louisiana 70130 


CNG DEVELOPMENT COMPANY LTD. 
445 West Main Street 
Clarksburg, West Virginia 26301 


(70-6556) 
(70-6559) 


SUPPLEMENTAL NOTICE CORRECTING 
ERROR IN FILE NUMBER 


In the notice issued March 2, 1981 (HCAR No. 
21943) in this proceeding the captioned file num- 
ber (70-6556) was incorrect and should have read 
(70-6559). 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 
Release No. 21945A/March 6, 1981 


in the Matter of 


WESTERN MASSACHUSETTS ELECTRIC 
COMPANY 

174 Brush Hill Avenue 

West Springfield, Massachusetts 


(70-6571) 
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SUPPLEMENTAL NOTICE CORRECTING ER- 
ROR IN FILE NUMBER 


In the notice issued March 3, 1981 (HCAR No. 
21945) in this proceeding, the captioned file num- 
ber 70-6511 was incorrect and should have read 
70-6571. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 
Release No. 21954/March 10, 1981 


In the Matter of 


INDIANA & MICHIGAN ELECTRIC COMPANY 
Fort Wayne, Indiana 


(70-6540) 


ORDER AUTHORIZING ISSUANCE AND SALE 
OF FIRST MORTGAGE BONDS AT COMPETI- 
TIVE BIDDING 


Indiana & Michigan Electric Company (‘‘l&M’), an 
electric utility subsidiary of American Electric Pow- 
er Company, Inc. (“AEP”), a registered holding 
company, has filed an application and amend- 
ments thereto with this Commission pursuant to 
Section 6(b) of the Public Utility Holding Company 
Act of 1935 (‘‘Act’’) and Rule 50 promulgated 
thereunder regarding the proposed transactions. 


1&M proposes to issue and sell up to 
$120,000,000 aggregate principal amount of its 
first mortgage bonds, in one or more new series, 
having a maturity of not less than 5 years and not 
more than 30 years. The interest rate on the 
bonds (which will be expressed in a multiple of Ve 
of 1%) and the price to be paid to the company for 
the bonds (which shall not be less than 100% of 
the principal amount, unless the company shall 
authorize a lower percentage not less than 99%, 
and shall not exceed 102-%4%) will be determined 
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by competitive bidding. The bonds will be issued 
under |&M’s Mortgage and Deed of Trust, dated as 
of June 1, 1939 to Irving Trust Company and 
Frederick G. Herbst (D.W. May, successor Individ- 
ual Trustee), as Trustees, as supplemented and 
as proposed to be further supplemented by an In- 
denture Supplemental (“Supplemental Indenture’”’) 
dated March 1, 1981. It is expected that the terms 
of the bonds will preclude 1&M from redeeming 
any such bonds prior to a date five years subse- 
quent to the first day of the month in which the 
bonds are first authenticated and delivered, if such 
redemption is for the purpose of refunding such 
bonds through the use, directly or indirectly, of 
borrowed funds through the use, directly or indi- 
rectly, of borrowed funds at an effective interest 
cost less than the effective interest cost to 1&M of 
such bonds. It is expected that the successful bid- 
ders for the bonds will make a public offering of 
the same. 


It is difficult to determine, under present market 
conditions, whether it would be more advanta- 
geous to I&M to sell bonds with a 30-year or some 
shorter maturity. To afford |&M the necessary flex- 
ibility to adjust its financing program to develop- 
ments in the markets for long-term debt securities 
when and as they occur, |&M will decide at a later 
time, prior to the submission of bids for the bonds, 
on the maturity of the bonds. 1&M will notify pro- 
spective bidders of its decision reasonably in ad- 
vance of, but not less than 72 hours prior to, the 
bidding. 


1&M proposes to publish its invitation for bids for 
the bonds on or about March 10, 1981, and to 
have bids submitted on or as soon after March 18, 
1981 as bond market conditions make appropri- 
ate. The issuance of the bonds will be effected in 
compliance with 1&M’s applicable indenture, char- 
ter and other standards relating to such securities 
and capitalization ratios. 


If market conditions should not be propitious for 
the sale of the bonds on a competitive bidding 
basis, 1&M proposes, subject to further authoriza- 
tion by the Commission, either to place the bonds 
privately with institutional investors or to negotiate 
with underwriters for the sale of the bonds with the 
interest rate and price to be determined by negoti- 
ation. 


The proposed sale of bonds is part of an overall 
financing program of 1&M. Under this program 
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AEP will make capital contributions in an aggre- 
gate amount of up to $40,000,000 between Janu- 
ary 1, 1981 and June 30, 1981 as previously au- 
thorized by this Commission’s order dated 
December 9, 1980 (HCAR No. 21832). Further- 
more, in accordance with authority granted by a 
Commission order dated June 13, 1980 (HCAR 
No. 21623), |&M expects to issue up to 
$100,000,000 aggregate principal amount of 
unsecured loans under a revolving credit agree- 
ment from time to time prior to June 30, 1983. 
Such notes may be issued in lieu of bonds and be 
subsequently repaid from bond proceeds as bond 
market conditions warrant. 


Proceeds from bond sales, cash capital contribu- 
tions and other sources, to the extent not used to 
repay notes under the revolving credit agreement, 
will be used to eliminate 1&M’s unsecured short- 
term indebtedness and for other corporate 
purposes. As of December 11, 1980, 1&M had ap- 
proximately $139,125,000 principal amount of out- 
standing unsecured short-term debt in the form of 
bank notes and commercial paper. 


The fees and expenses to be incurred in connec- 
tion with the proposed transaction are estimated to 
be $279,175, including approximately $95,000 for 
printing costs, $22,000 in accountants’ fees, and 
$47,000 in legal fees. Legal fees to be incurred by 
prospective purchasers are estimated to be 
$22,000. 


The Public Service Commission of Indiana and the 
Michigan Public Service Commission have author- 
ized the issuance and sale of the bonds. No other 
state commission, and no federal commission oth- 
er than this Commission, has jurisdiction over the 
proposed transaction. 


Due notice of the filing of said application has 
been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 21914), 
and no hearing has been requested of or ordered 
by the Commission. Upon the basis of the facts in 
the record, it is hereby found that the applicable 
standards of the Act and rules thereunder are 
satisfied and that no adverse findings are neces- 
sary; and that it is appropriate in the public interest 
and in the interest of investors and consumers that 
said application, as amended, be granted: 


IT IS ORDERED, pursuant to the applicable provi- 
sions of the Act and rules thereunder that said ap- 
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plication, as amended, be, and it hereby is, 
granted forthwith, subject to the terms and condi- 
tions prescribed in Rule 24 promulgated under the 
Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimrnons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 
Release No. 21955/March 11, 1981 


In the Matter of 


AMERICAN ELECTRIC POWER COMPANY, INC. 
2 Broadway 
New York, New York 10004 


(70-6558) 


NOTICE OF PROPOSAL TO ISSUE AND SELL 
COMMON STOCK TO TRUSTEE OF EMPLOY- 
EES’ THRIFT PLAN; ORDER AUTHORIZING SO- 
LICITATION OF PROXIES 


NOTICE IS HEREBY GIVEN that American Elec- 
tric Power Company, Inc. (“the Company”) a reg- 
istered holding company, has filed a declaration 
and an amendment thereto with this Commission 
pursuant to the Public Utility Holding Company Act 
of 1935 (“Act”) designating Sections 6(a), 7 and 
12(e) of the Act and Rules 50(a)(5), 62 and 65 
promulgated thereunder as applicable to the pro- 
posed transactions. All interested persons are 
referred to the amended declaration, which is 
summarized below, for a complete statement of 
the proposed transactions. 


The Company proposes to solicit proxies, to be 
voted at the annual meeting of shareholders to be 
held on April 22, 1981, with respect to: a proposal 
to authorize the Company to issue and sell shares 
of of its Common Stock, $6.50 par value, to the 
trustee of the Columbus and Southern Ohio Elec- 
tric Company (CSOE) Employee’s Thrift Plan (the 
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“Thrift Plan’); the election of directors; and other 
matters. 


In addition, subject to shareholder approval, the 
Company proposes to issue and sell to The 
Huntington National Bank, Columbus, Ohio, as 
trustee of the Thrift Plan, or to any successor trus- 
tee of the Thrift Plan (‘Trustee’), up to 200,000 
shares of its authorized, unissued Common Stock, 
from time to time through June 30, 1982, at a price 
per share equal to the average of the high and low 
prices of the Common Stock on the New York 
Stock Exchange on each date of sale (but in no 
event at less than the par value per share). 


The CSOE Thrift Plan permits a full-time salaried 
employees of CSOE who have been employed for 
one year or more to contribute, to individual ac- 
counts maintained by the Trustee, up to 10% of 
their gross base pay through payroll deductions. 
CSOE makes a matching contribution of $.50 for 
each $1.00 of the employee’s contributions up to 
6% of his gross base pay (a maximum of 3% of his 
gross base pay). All contributions are remitted to 
the Trustee for investment. Participants’ contribu- 
tions are invested by the Trustee, as directed by 
each participant, in one or more of three separate 
funds: a Fixed Income Fund, invested in Govern- 
ment and corporate debt securities; a Common 
Stock Fund, invested predominatly in common 
stocks (other than Common Stock of the Com- 
pany); and a Parent Company Stock Fund, in- 
vested entirely in Common Stock of the Company. 
CSOE’s contributions on behalf of its participating 
employees are invested exclusively in the Parent 
Company Stock Fund. An employee’s contribu- 
tions to his account under the Thrift Plan are vest- 
ed at all times. After the employee has completed 
five years of service with CSOE, all prior Company 
contributions to his account, and any such contri- 
butions made thereafter, become 100% vested. 
On January 1, 1981, there were 864 CSOE em- 
ployees enrolled in the Thrift Plan out of a total of 
1,350 employees eligible to participate. Since the 
acquisition of SCOE by the Company in May 1980, 
the Trustee has been obtaining Common Stock of 
the Company for the CSOE Thrift Plan by pur- 
chasing shares in the open market. 


The Company intends to propose to its sharehold- 
ers at the 1981 annual meeting that they authorize 
the Company to offer to issue and sell to the Trus- 
tee from time to time as many shares of Common 
Stock as the Trustee may require for the Thrift 
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Plan, from the Company’s authorized unissued 
shares, at a price per share equal to the average 
of the high and low prices of the Common Stock 
on the New York Stock Exchange on each date of 
sale (but in no event at less than the par value per 
share). Under the proposal, the Board of Directors 
of the Company will have authority to cease 
issuing and selling new shares to the Trustee at 
any time, and from time to time, if the Board deter- 
mines it is in the best interest of the Company to 
do so. 


The proposal is intended primarily to permit the 
Trustee to purchase shares of Common Stock for 
participants in the Thrift Plan on terms as favora- 
ble as those available to the trustee of the Ameri- 
can Electric Power System Employees Savings 
Plan (“System Savings Plan’). The Company will 
not be able to require the Trustee to purchase any 
shares from it, but it is expected that the Trustee 
will elect to purchase shares from the Company 
rather than in the open market, because by doing 
so it will not have to pay any brokerage fee or 
commissions. 


On the basis of current Thrift Plan enrollment, 
rates of contribution, and investment elections, it 
is estimated that the Trustee will receive approxi- 
mately $1,500,000 annually (excluding dividends 
on shares of Common Stock) to be invested in 
Common Stock of the Company. At a price equal 
to the median of the high and low market prices of 
the Common Stock during 1980 ($17.44 per 
share), such amount could purchase approximate- 
ly 86,000 shares of the Common Stock annually. 
So long as the market price of the Common Siock 
is below the book value of the outstanding share 
of Common Stock ($21.07 at December 31, 1980), 
the sale of shares to the Trustee will have a 
dilutive effect on the book value of outstanding 
shares of Common Stock. Increases in the number 
of outstanding shares also may have a dilutive ef- 
fect on earnings per share. Such effects, however, 
are not expected to be significant, due to the rela- 
tively small number of shares which are likely to 
be sold to the Trustee annually in relation to the 
total number of shares of Common Stock already 
outstanding (146,892,240) shares as of December 
31, 1980). 


CSOE employees hired after January 1, 1981 will 
not become eligible to participate in the Thrift 
Plan, but instead will be offered participation in the 
System Savings Plan. Consequently, contributions 
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under the Thrift Plan designated for investment in 
Common Stock of the Company are not expected 
to increase significantly from current levels and, 
instead, eventually will decline as the present 
CSOE employees retire or otherwise terminate 
employment. 


The proposal does not contemplate any limit on 
the number of shares of Common Stock that may 
be issued and sold by the Company to the Trus- 
tee. If the Proposal is not approved by the share- 
holders of the Company, or if the declaration or 
subsequent post-effective amendments thereto 
are not permitted to become effective, the Thrift 
Plan will continue to operate with the Trustee 
purchasing shares of Common Stock in the open 
market. 


The proposal is being submitted for shareholder 
approval in accordance with New York State Law 
and the Company’s Restated Certificate of Incor- 
poration which states that such shares of Common 
Stock must first be offered pro rata to the Com- 
pany shareowners, upon terms not less favorable 
than the terms upon which such shares are 
offered to persons other than shareowners, unless 
the offering has been authorized or approved by 
the affirmative vote of the holders of record of a 
majority of the outstanding shares of Common 
Stock. The Company intends to solicit proxies 
principally by mail, but some telephone, telegraph 
or personal solicitations of holders of Common 
Stock of the Company may be made. Any officers 
or employees of the Company or of American 
Electric Power Service Corporation who make or 
assist in such solicitations will receive no compen- 
sation for doing so other than their regular 
salaries. The Company will request brokers, banks 
and other custodians or fiduciaries holding shares 
in their names or in the names of nominees to for- 
ward copies of the proxy soliciting materials to the 
beneficial owners of the shares held by them, and 
the Company will reimburse them for their ex- 
pense incurred in doing so at rates prescribed by 
the New York Stock Exchange. 


The Company requests an exception from the 
competitive bidding requirements of Rule 50 pur- 
suant to subparagraph (a)(5) for the issue and 
sale of Common Stock to the Trustee for the Thrift 
Plan. 


The fees, commission and expenses to be in- 
curred in connection with the proposed transaction 
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will be filed by amendment. It is stated that no 
state commission and no federal commission, oth- 
er than this Commission, has jurisdiction over the 
proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may not later than April 6, 1981, request in 
writing that a hearing be held on such matter, 
Stating the nature of his interest, the reasons for 
such request, and the issues of fact or law raised 
by the filing which he desires to controvert; or he 
may request that he be notified if the Commission 
should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. 
A copy of such request should be served person- 
ally or by mail upon the declarant at the above- 
stated address, and proof of service (by affidavit 
or, in case of any attorney at law, by certificate) 
should be filed with the request. At any time after 
said date, the declaration, as amended or as it 
may be further amended, may be granted and 
permitted to become effective as provided in Rule 
23 of the General Rules and Regulations promul- 
gated under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as 
it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is or- 
dered will receive any notices or orders issued in 
this matter, including the date of the hearing (if or- 
dered) and any postponements thereof. 


It appearing to the Commission that the declara- 
tion, insofar as it proposes the solicitation of prox- 
ies of American Electric Power Company’s Com- 
mon stockholders, should be permitted to become 
effective forthwith pursuant to Rule 62: 


IT IS ORDERED that the declaration regarding the 
proposed soliciation of proxies of American Elec- 
tric Power Company’s Common stockholders be, 
and it hereby is, permitted to become effective 
forthwith pursuant to Rule 62 and subject to the 
terms and conditions prescribed in Rule 24 under 
the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SEC DOCKET/427 





PUBLIC UTILITY HOLDING COMPANY 
ACT Of 1935 
Release No. 21956 / March 11, 1981 


In the Matter of 


AMERICAN ELECTRIC POWER COMPANY, INC. 
2 Broadway 
New York, New York 10004 


(70-6570) 


NOTICE OF PROPOSAL OF HOLDING COM- 
PANY TO ACT AS SURETY FOR SUBSIDIARY 


NOTICE IS HEREBY GIVEN that American Elec- 
tric Power Company, Inc. (‘American’), a regis- 
tered holding company, has filed a declaration 
with this Commission pursuant to the Public Utility 
Holding Company Act of 1935 (‘Act’), designating 
Sections 12(b) and 12(f) of the Act and Rule 45 
promulgated thereunder as applicable to the pro- 
posed transaction. All interested persons are 
referred to the declaration, which is summarized 
below, for a complete statement of the proposed 
transaction. 


On December 31, 1980, Kingsport filed with the 


Public Service Commission of Tennessee new in- 
creased rates for electric service in Tennessee. By 
Order dated January 30, 1981, the Tennessee 
Commission permitted the increased rates to go 
into effect on February 2, 1981, prior to the com- 
pletion of its investigation of such increased rates, 
provided that Kingsport posted an appropriate 
bond to assure the making of appropriate refunds 
to its customers in the event the Tennessee Com- 
mission’s final order in the proceeding should re- 
quire refunds to be made. In order to comply with 
the Order of the Tennessee Commission, Kings- 
port obtained a commercial bond and posted such 
commercial bond with the Tennessee Commission 
on February 2, 1981. The premium for obtaining 
such commercial bond was approximately $14,000 
per annum, which cost was deemed to be exces- 
sive. It was therefore determined that Kingsport 
should post its own bond on which American 
would act as surety. 


Since the Tennessee Commission had not re- 
quired a bond in any of Kingsport’s previous rate 
cases and since Kingsport had no prior notice that 
a bond would be required in the present instance, 
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American did not have sufficient time to seek prior 
approval from this Commission for the execution 
of the surety bond as surety on behalf of Kings- 
port. In reliance upon the provisions of Rule 45(b) 
(3) promulgated under the Act, American executed 
as surety and Kingsport executed as principal a 
surety bond, dated as of January 30, 1981, in the 
amount of $6,415,825 which was posted with the 
Tennessee Commission on February 20, 1981. 
With such substitution, the commercial bond was 
cancelled, and, due to the early cancellation, no 
premium was charged. 


American is acting as surety without charging a 
fee. American and Kingsport filed a statement dat- 
ed February 23, 1981, pursuant to Rule 45(b) (3) 
advising this Commission of the action taken. 
American now seeks authorization of its acting as 
surety. 


The fees and expenses incurred by American in 
connection with this transaction are estimated not 
to exceed $2,500. It is stated that no state or fed- 
eral commission, other than this Commission, has 
jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than April 6, 1981, request in 
writing that a hearing be held on such matter, 
stating the nature of his interest, the reasons for 
such request, and the issues of fact or law raised 
by said declaration which he desires to controvert; 
or he may request that he be notified if the Com- 
mission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securi- 
ties and Exchange Commission, Washington, D.C. 
20549. A copy of such request should be served 
personally or by mail upon the declarant at the 
above-stated address, and proof of service (by af- 
fidavit or, in case of an attorney at law, by certifi- 
cate) should be filed with the request. At any time 
after said date, the declaration, as filed or as it 
may be amended, may be permitted to become ef- 
fective as provided in Rule 23 of the General 
Rules and Regulations promulgated under the Act, 
or the Commission may grant exemption from 
such rules as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem 
appropriate. Persons who request a hearing or ad- 
vice as to whether a hearing is ordered will receive 
any notices or orders issued in this matter, 
including the date of the hearing (if ordered) and 
any postponements thereof. 
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For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 
Release No. 21957/March 12, 1981 


In the Matter of 


METROPOLITAN EDISON COMPANY 
2800 Pottsville Pike 

Muhlenberg Township 

Berks County, Pennsylvania 19605 


(70-6567) 


NOTICE OF PROPOSED SALE OF UTILITY AS- 
SETS 


NOTICE IS HEREBY GIVEN that Metropolitan 
Edison Company (‘Met-Ed”), an electric utility 
subsidiary of General Public Utilities Inc. (“GPU”), 
a registered holding company, has filed a declara- 
tion with this Commission pursuant to the Public 
Utility Holding Company Act of 1935 (‘‘Act’’), 
designating Section 12(d) of the Act and Rule 44 
promulgated thereunder as applicable to the pro- 
posed transaction. All interested persons are 
referred to the declaration, which is summarized 
below, for a complete statement of the proposed 
transaction. 


Met-Ed is the owner of certain utility assets lo- 
cated in the City of Easton, Northampton County, 
Pennsylvania, which are currently used solely to 
provide transformed electric service to The Equita- 
ble Life Assurance Society of the United States 
(“Equitable”). Equitable has recently expanded its 
operations to the extent that it is presently 
consuming a significantly greater amount of elec- 
tricity and is now required, pursuant to Met-Ed’s 
tariff as filed with the Pennsylvania Public Utility 
Commission (“PaPUC’), to purchase untrans- 
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formed electric services from Met-Ed, thereby 
necessitating the purchase by Equitable of trans- 
formation equipment. It is stated that said equip- 
ment would be of little or no use to Met-Ed in the 
event Equitable purchased and installed transfor- 
mation equipment from another source. The pur- 
chase price of $143,526 was determined on the 
basis of arm’s-length negotiation between the par- 
ties. The net book cost of the utility assets on Met- 
Ed’s books as at June 30, 1980, was $62,957.65. 


The fees and expenses to be incurred in connec- 
tion with the proposed transaction are estimated at 
$6,500. It is stated that the PaPUC has jurisdiction 
over the proposed transaction and that no other 
state commission and no federal commission, oth- 
er than this Commission, has jurisdiction there- 
over. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than April 7, 1981, request in 
writing that a hearing be held on such matter, 
stating the nature of his interest, the reasons for 
such request, and the issues of fact or law raised 
by said declaration which he desires to controvert; 
or he may request that he be notified if the Com- 
mission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securi- 
ties and Exchange Commission, Washington, D.C. 
20549. A copy of such request should be served 
personally or by mail upon the declarant at the 
above-stated address, and proof of service (by af- 
fidavit or, in case of an attorney at law, by certifi- 
cate) should be filed with the request. At any time 
after said date, the declaration, as filed or as it 
may be amended, may be permitted to become ef- 
fective as provided in Rule 23 of the General 
Rules and Regulations promulgated under the Act, 
or the Commission may grant exemption from 
such rules as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem 
appropriate. Persons who request a hearing or ad- 
vice as to whether a hearing is ordered will receive 
any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and 
any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 
Release No. 21958/March 12, 1981 


In the Matter of 


EASTERN UTILITIES ASSOCIATES 
P.O. Bx 2333 
Boston, Massachusetts 02107 


(70-6565) 


NOTICE OF PROPOSED AMENDMENT OF DEC- 
LARATION OF TRUST TO INCREASE THE AU- 
THORIZED SHARES OF COMMON STOCK AND 
ORDER AUTHORIZING SOLICITATION OF 
PROXIES 


NOTICE IS HEREBY GIVEN that Eastern Utilities 
Associates (‘““EUA’), a registered holding compa- 
ny, has filed a declaration with this Commission 
pursuant to the Public Utility Holding Company Act 
of 1935 (‘‘Act’’), designating Sections 6(a), 7, and 
12(e) thereof and Rule 62 promulgated thereunder 
as applicable to the proposed transactions. All in- 
terested person are referred to the declaration, 
which is summarized below, for a complete state- 
ment of the proposed transactions. 


EUA proposes to amend its Declaration of Trust to 
increase the maximum number of common shares 
of $5 par value issuable by the Trustees for cash, 
property, or services without further authorization 
by the shareholders from 7,000,000 to 9,000,000. 
The proposal will be submitted to EUA’s common 
shareholders at its annual meeting to be held on 
April 21, 1981. The favorable vote of the holders of 
at least a majority of the common shares of EUA 
outstanding and entitled to vote will be required for 
the proposed increase of the authorized number of 
common shares. 


The EUA System is committed to a substantial 
construction program over the next several years, 
most of which must be financed externally through 
the sales of additional common shares, preferred 
stock, and first mortgage bonds. System construc- 
tion requirements (net of Allowance for funds Used 
During Construction) are currently estimated at 
$38.9 million, $32.5 million, $28.1 million, and 
$25.3 million for the years 1981, 1982, 1983, and 
1984, respectively. It is expected that during this 
period internally-generated funds will only provide 
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$36.1 million, or approximately 29% of the con- 
struction requirements. In addition to the construc- 
tion requirements, the system started 1981 with 
$31.5 million of short-term debt which must be 
funded through the sale of permanent securities; 
and, during the period through 1984, the system 
must also meet maturities and sinking fund re- 
quirements of approximately $26.3 million. 


In connection with its annual meeting to be held on 
April 21, 1981, EUA proposes to solicit proxies 
seeking the affirmative vote of shareholders with 
respect to the above-described amendment to the 
Declaration of Trust. 


It is stated that no state or federal commission, 
other than this Commission, has jurisdiction over 
the proposed transactions. The fees and expenses 
to be incurred in connection with the proposed 
transactions are to be filed by amendment. EUA 
has filed its proxy solicitation material and re- 
quests that the effectiveness of its declaration with 
respect to the solicitation be accelerated as pro- 
vided in Rule 62. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than April 8, 1981, request in 
writing that a hearing be held on such matter, 
stating the nature of his interest, the reasons for 
such request, and the issues of fact or law raised 
by said declaration which he desires to controvert; 
or he may request that he be notified if the Com- 
mission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securi- 
ties and Exchange Commission, Washington, D.C. 
20549. A copy of such request should be served 
personally or by mail upon the declarant at the 
above-stated address, and proof of service (by af- 
fidavit or, in case of any attorney at law, by certifi- 
cate) should be filed with the request. At any time 
after said date, the declaration, as filed or as it 
may be amended, may be permitted to become ef- 
fective as provided in Rule 23 of the General 
Rules and Regulations promulgated under the Act, 
or the Commission may grant exemption from 
such rules as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem 
appropriate. Persons who request a hearing or ad- 
vice as to whether a hearing is ordered will receive 
any notices or orders issued in this matter, 
including the date of the hearing (if ordered) and 
any postponements thereof. 
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It appearing to the Commission that EUA’s decla- 
ration regarding the proposed solicitation of prox- 
ies should be permitted to become effective forth- 
with pursuant to Rule 62 and that jurisdiction 
should be reserved with respect to the expenses 
thereof: 


IT IS ORDERED that the declaration regarding the 
proposed solicitation of proxies be, and it hereby 
is, permitted to become effective forthwith pursu- 
ant to Rule 62, and that jurisdiction be, and it here- 
by is, reserved with respect to the expenses there- 
of. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 
Release No. 21959/March 12, 1981 


In the Matter of 


NORTHEAST UTILITIES 

WESTERN MASSACHUSETTS ELECTRIC COM- 
PANY 

174 Brush Hill Avenue 

West Springfield, Massachusetts 01089 


THE CONNECTICUT LIGHT & POWER 
COMPANY 

THE HARTFORD ELECTRIC LIGHT COMPANY 
NORTHEAST NUCLEAR ENERGY COMPANY 
Selden Street 

Berlin, Connecticut 06037 


Holyoke Water Power Company 
One Canal Street 
Holyoke, Massachusetts 01040 


(70-6465) 
NOTICE OF PROPOSAL TO INCREASE 


AMOUNTS OF SHORT/TERM BORROWING AU- 
THORIZATION 
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NOTICE IS HEREBY GIVEN that Northeast Utili- 
ties (“NU”), a registered holding company, and 
five of its wholly-owned subsidiary companies, 
The Connecticut Light & Power Company 
(“CL&P”), The Hartford Electric Light Company 
(““HELCO’’), Western Massachusetts Electric 
Company (‘“WMECO’), Holyoke Water Power 
Company (“HWP”) and Northeast Nuclear Energy 
Company (“NNECO’”), have filed a post-effective 
amendment to an application-declaration previ- 
ously filed with this Commission pursuant to the 
Public Utility Holding Company Act of 1935 
(“Act”), designating Sections 6, 7 and 12(b) of the 
Act and Rules 45 and 50 promulgated thereunder 
regarding the proposed transaction. 


By orders dated July 1, 1980 (HCAR No. 21647), 
August 21, 1980 (HCAR No. 21684) and February 
3, 1981 (HCAR No. 21905) in this matter the 
applicants-declarants were authorized to issue 
notes to banks and, with the exception of HWP 
and NNECO, commercial paper to a dealer in 
commercial paper from time to time through June 
30, 1981. In addition, CL&P, HELCO and WMECO 
were authorized to enter into a multibank revolving 
credit and term loan agreement under the terms of 
which the three companies can borrow up to an 
aggregate of $140,000,000. The aggregate 
amount of all such notes at any time outstanding, 
whether issued to banks (“Bank Notes’) or to a 
dealer in commercial paper (“Commercial Paper’) 
or to banks under the revolving credit/term loan 
agreement (“Revolving Credit/Term Notes”) may 
not exceed $55,000,000 in the case of NU, 
$210,000,000 in the case of CL&P, $100,000,000 
in the case of HELCO, $55,000,000 in the case of 
WMECO, $8,000,000 in the case of HWP and 
$40,000,000 in the case of NNECO. It is now pro- 
posed that the maximum borrowing limits of 
WMECO and HELCO be increased to $85,000,000 
and $140,000,000 respectively. 


The Bank Notes will each be dated the date of is- 
sue, will have maximum maturity dates of nine 
months with right of renewal, will bear interest at 
the prime rate or the prime rate plus a fraction 
thereof, will be issued no later than June 30, 1981 
and will be subject to prepayment at any time at 
the applicant's option without premium. 


With respect to the issuance of Bank Notes, the 
applicants have credit lines with a number of 
banks subject in some cases to commitment fees 
and/or compensating balance requirements. The 
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effective cost of borrowings under such credit 
lines, based on a prime rate of 18%, ranges from 
19.08% to 23.04%. The bank credit lines expire at 
various times in 1981 and their continued availa- 
bility is subject to continuing review by the banks 
involved. Bank credit lines of the applicants may 
be changed and additional lines may be obtained 
from other banks. The terms of the commercial 
paper will remain as described in the order of July 
1, 1980. 


As of January 31, 1981 and February 27, 1981, 
short-term borrowings of WMECO amounted to 
$27,525,000 and $48,450,000, respectively. As of 
those same dates, the short-term borrowings of 
HELCO amounted to $80,575,000 and 
$87,000,000 respectively, it is stated that WMECO 
and HELCO have experienced an unexpected, 
rapid increase in their short-term borrowings in re- 
cent months, associated primarily with the cost of 
replacement fossil fuel during a lengthy extension 
of a Millstone Unit No. 1 refueling outage so that 
plant repairs could be effected. The Northeast Util- 
ities System deferred fuel cost balance amounted 
to approximately $114 million through January of 
1981, of which $32 million and $22 million were 
HELCO’s and WMECO’s shares, respectively. 
These balances have continued to increase during 
the Millstone Unit No. 1 outage, which is presently 
scheduled to end on March 30, 1981. Largely be- 
cause of the costs and expenses associated with 
the Millstone Unit No. 1 outage, HELCO’s and 
WMECO's borrowings are expected to increase 
further during March of this year by approximately 
$36 million and $12 million, respectively. HELCO 
estimates that its short-term borrowings will 
amount to approximately $73 million as of March 
31, 1981, after giving effect to the repayment of 
$50,000,000 of short-term borrowings during 
March with the proceeds of a $50,000,000 se- 
cured term loan (File No. 70-6546). WMECO esti- 
mates that its short-term borrowings will amount to 
approximately $50,000,000 as of March 31, 1981, 
after giving effect to the expected repayment of 
$10,000,000 of short-term borrowings during 
March with the proceeds of an increase 
$10,000,000 in term loans (File No. 70-6511). 
Without the term loans mentioned above, 
HELCO’s and WMECO’s estimated short-term 
borrowings, as of March 31, 1981, would be 
$123,000,000 and $60,000,000, respectively, ex- 
ceeding the limits currently established by the 
Commission. 
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Due to the term loans, and assuming that Mill- 
stone Unit No. 1 is returned to service on March 
30, 1981 and that there are no further lengthy 
unscheduled nuclear outages before June 30, 
1981, HELCO and WMECO do not anticipate ex- 
ceeding current Commission short-term debt limits 
before June 30, 1981, when new limits would be- 
come effective. However, the return of Millstone 
Unit No. 1 to service has already been 4@elayed 
considerably and there can be no assurance that it 
will meet the current March 30, 1981 schedule or 
that further lengthy unscheduled nuclear outages 
can be avoided prior to June 30, 1981. Experience 
with the current Millstone Unit No. 1 outage and 
the dramatic effect which this extended outage 
has had on borrowing requirements demonstrates 
that additional flexibility in the short-term debt 
limits of HELCO and WMECO is necessary to ena- 
ble the utilities to operate during lengthy un- 
scheduled nuclear outages. 


It is stated that no special or separable fees, com- 
missions or expenses will be incurred in connec- 
tion with the proposed transaction. No state or 
federal regulatory authority, other than this Com- 
mis-sion, has jurisdiction over the proposed trans- 
action. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than April 6, 1981, request in 
writing that a hearing be held on such matter, 
stating the nature of his interest, the reasons for 
such request, and the issues of fact or law raised 
by the filing which he desires to controvert; or he 
may request that he be notified if the Commission 
should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. 
A copy of such request should be served person- 
ally or by mail upon the applicants-declarants at 
the above-stated addresses, and proof of service 
(by affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any 
time after said date, the application-declaration, as 
amended or as it may be further amended, may be 
granted and permitted to become effective as pro- 
vided in Rule 23 of the General Rules and Regula- 
tions promulgated under the Act, or the Commis- 
sion may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take 
such other action as it may deem appropriate. Per- 
sons who request a hearing or advice as to wheth- 
er a hearing is ordered will receive any notices or 
orders issued in this matter, including the date of 
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the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT 
OF 1935 
Release No. 21960/March 12, 1981 


SEE 


SECURITIES ACT OF 1933 
Release No. 6298/March 12, 1981 





TRUST INDENTURE ACT OF 1939 





TRUST INDENTURE ACT OF 1939 
Release No. 615/March 12, 1981 


SEE 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11668/March 6, 1981 


In the Matter of 

CMA TAX-EXEMPT TRUST 
165 Broadway 

New York, New York 10080 
(812-4769) 


ORDER PURSUANT TO SECTION 6(c) OF THE 
ACT EXEMPTING APPLICANT FROM THE PRO- 
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VISIONS OF SECTION 2(a) (41) OF THE ACT 
AND RULES 2a-4 AND 22c-1 THEREUNDER 


CMA Tax-Exempt Trust (‘Applicant’), an open- 
end, diversified management investment company 
registered under the Investment Company Act of 
1940 (‘‘Act’’), filed an application on November 26, 
1980, and an amendment thereto on January 27, 
1981, requesting an order of the Commission, pur- 
suant to Section 6(c) of the Act, exempting Appli- 
cant from the provisions of Section 2(a) (41) of the 
Act and Rules 2a-4 and 22c-1 thereunder, to the 
extent necessary to permit Applicant to compute 
its net asset value per share using the amortized 
cost method of valuation. 


On February 4, 1981, a notice was issued of the 
filing of the application (Investment Company Act 
Release No. 11604). The notice gave interest per- 
sons an opportunity to request a hearing and stat- 
ed that an order disposing of the application would 
be issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed, 
and the Commission has not ordered a hearing. 


The matter has been considered, and it is found 
that the granting of the exemption requested pur- 
suant to Section 6(c) of the Act is appropriate in 
the public interest and consistent with the protec- 
tion of investors and the purposes fairly intended 
by the policy and provisions of the Act. According- 
ly. 


IT IS ORDERED, pursuant to Section 6(c) of the 
Act, that the application for exemption from the 
provisions of Section 2(a) (41) of the Act and 
Rules 2a-4 and 22c-1 thereunder, to the extent 
necessary to permit Applicant to compute its net 
asset value per share using the amortized cost 
method of valuation, be, and hereby is, granted, 
effective forthwith, subject to the following condi- 
tions: 


1. In supervising Applicant's operations and 
delegating special responsibilities involving portfo- 
lio management to Applicant’s investment adviser, 
Applicant’s Trustees undertake, as a particular re- 
sponsibility within the overall duty of care owned 
to shareholders of Applicant, to establish proce- 
dures reasonably designed, taking into account 
current market conditions and Applicant’s invest- 
ment objectives, to stablize Applicant's net asset 
value per share, as computed for the purpose of 
purchases and redemptions of shares, at $1.00 
per share. 
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2. Included within the procedures to be adopted by 
Applicant’s Trustees shall be the following: 


(a) Review by the Trustees, as they 
deem appropriate and at such intervals 
as are reasonable in light of current 
market conditions, to determine the ex- 
tent of deviation, if any, of the net asset 
value per share as determined by using 
available market quotations from the 
$1.00 amortized cost price per share of 
Applicant, and maintenance of records 
of such review." 


(b) In the event such deviation from the 
$1.00 amortized cost price per share 
exceeds % of 1%, the Trustees will 
promptly consider what action, if any, 
should be initiated. 


(c) Where the Trustees believe the ex- 
tent of any deviation from Applicant's 
$1.00 amortized cost price per share 
may result in material dilution or other 
unfair results to investors or existing 
shareholders, they shall take such ac- 
tion as they deem appropriate to elimi- 
nate or to reduce to the extent reasona- 
bly practicable such dilution or unfair 
results, which action may include: re- 
demption of shares in kind; the sale of 
portfolio securities prior to maturity to 
realize capital gains or losses, or to 
shorten the Applicant’s average portfo- 
lio maturity; withholding dividends; or 
utilizing a net asset value per share as 
determined by using available market 
quotations. 


3. Applicant will maintain a dollar-weighted aver- 
age portfolio maturity appropriate to its objective 
of maintaining a stable net asset value per share; 





'To satisfy this condition, Applicant will use actual 
quotations or estimates of market value reflecting 
current market conditions selected by its Trustees 
in the exercise of their discretion to be appropriate 
indicators of value, which may include, inter alia, 
(1) quotations or estimates of market value for in- 
dividual portfolio instruments, or (2) values ob- 
tained from yield data relating to classes of money 
market instruments furnished by reputable 
sources. 
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provided, however, that Applicant will not (a) pur- 
chase any instrument with a remaining maturity at 
the date of acquisition of greater than one year, or 
(b) maintain a dollar-weighted average portfolio 
maturity in excess of 120 days. 


4. Applicant will record, maintain and preserve 
permanently in an easily accessible place, a writ- 
ten copy of the procedures (and any modifications 
thereto) described in condition 1 above, and Appli- 
cant will record, maintain and preserve for a peri- 
od of not less than six years (the first two in an 
easily accessible place), a written record of the 
Trustee’s considerations and actions taken in con- 
nection with the discharge of their responsibilities, 
as set forth above, to be included in the minutes of 
the Trustees’ meetings. The documents preserved 
pursuant to this condition shall be subject to in- 
spection by the Commission in accordance with 
Section 31(b) of the Act as though such docu- 
ments were records required to be maintained pur- 
suant to rules adopted udner Section 31(a) of the 
Act. 


5. Applicant will limit its portfolio investments, 
including repurchase agreements, if any, to those 
U.S. dollar-denominated instruments which the 
Trustees determine present minimal credit risks, 
and which are of high quality as determined by 
any major rating service or, in the case of any in- 
strument that is not rated, of comparable quality 
as determined by the Trustees. 


6. Applicant will include in each quarterly report, 
as an attachment to Form N-1Q, a statement as 
to whether any action pursuant to condition 2(c) 
was taken during the preceding fiscal quarter, and, 
if any action was taken, will describe the nature 
and circumstances of such action. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








2In fulfilling this condition, if the disposition of a 
portfolio instrument results in a dollar-weighted av- 
erage portfolio maturity in excess of 120 days, Ap- 
plicant will invest its available cash in such a man- 
ner as to reduce its dollar-weighted average 
portfolio maturity to 120 days or less as soon as 
reasonably practicable. 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11669/March 6, 1981 


In the Matter of 


ASA LIMITED 

c/o Grayson M-P. Murphy, Esq. 
Shearman & Sterling 

53 Wall Street 

New York, New York 10005 


(812-4793) 


NOTICE OF FILING OF APPLICATION FOR AN 
ORDER PERMITTING AMENDMENT OF CUS- 
TODIAN AGREEMENT 


NOTICE IS HEREBY GIVEN that ASA Limited 
(formerly named American-South African Invest- 
ment Company and hereinafter referred to as the 
“Applicant”), a closed-end non-diversified man- 
agement investment company registered under 
the Investment Company Act of 1940 (‘Act’), filed 
an application on December 18, 1980, and an 
amendment thereto on February 3, 1981, for an 
order of the Commission under Section 7(d) of the 
Act, permitting Applicant to amend a provision in 
its Custodian Agreement. All interested persons 
are referred to the application on file with the 
Commission for a statement of the representations 
contained therein, which are summarized below. 


Applicant states that it was incorporated in 1958 
under the Companies Act of South Africa and that 
it was permitted to register as an investment com- 
pany pursuant to Section 8 of the Act and to offer 
publicly its securities within the United States by 
an order of the Commission dated August 13, 
1958 (Investment Company Act Release No. 
2756). According to the application, one of the 
conditions and arrangements of that order re- 
quired that all of ASA’s securities and cash, other 
than an amount not exceeding $75,000, would be 
maintained in the custody of a bank in the United 
States. The application further states that although 
the form of the Custodian Agreement was not a 
specific condition in said order, its form and, in 
particular, the provision sought to be amended, 
were negotiated with the Commission's staff in 
connection with the granting of the said order and, 
therefore, were part of the basis of said order. 
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Applicant states that its Custodian Agreement, the 
form of which was filed as an exhibit to the appli- 
cation for the 1958 order, contains the following 
paragraph: 


All cash received by the Custodian for 
the account of the Company shall be 
held by the Custodian for the account of 
the Company. All cash so held by the 
Custodian shall either be segregated by 
the Custodian from other cash held by it 
or segregated by separate recordation, 
in either case in such manner that the 
interest of the Company therein shall be 
readily identifiable so that the Company 
would, under then existing law, have a 
preference in respect of such cash as 
against general creditors of the Cus- 
todian. 


Applicant seeks an order permitting deletion of the 
second sentence of the above paragraph so that it 
can invest its cash in time deposits and bank cer- 
tificates of deposit to obtain interest income for its 
shareholders. Applicant states that the provision 
of the Custodian Agreement quoted above requir- 
ing that Applicant’s cash be segregated so that 
Applicant would have a preference as against gen- 
eral creditors in the event of bankruptcy in effect 
prohibits earning interest on it. 


Applicant states that it desires to be able to invest 
its dollar funds in Citibank N.A. certificates of de- 
posit because it keeps it dollar funds with its 
custodian, Citibank N.A., and such investments 
are a convenient way of earning interest on such 
dollar funds. The application further states, how- 
ever, that the Applicant does not believe that a 
preference as against general creditors of Citibank 
N.A., is available with respect to such certificates 
of deposit. In addition, the application states that 
inasmuch as the Commission considers certifi- 
cates of deposit to be securities and Applicant's 
registration statement does not state that Appli- 
cant can invest in certificates of deposit, Applicant 
plans to ask its shareholders to vote to change Ap- 
plicant’s investment policy to permit it to invest in 
certificates of deposit. 


The Applicant further states that because the poli- 
cy of South African exchange control authorities 
could be influenced by national monetary consid- 
erations that may prevai! at any given time, Appli- 
cant’s management considers it desirable to keep 
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enough U.S. dollars with its custodian to take care 
of its dollar needs for not less than two quarterly 
dividends and its dollar expenses for about a year. 
Applicant, which commenced business with net 
assets of about $31,000,000, had net assets at 
November 30, 1980, valued at about 
$818,000,000, and, based on current quarterly 
dividend figures, the total amount for two quarterly 
dividends and Applicant’s dollar expenses for a 
year is estimated to be roughly $21,000,000. Ap- 
plicant contends that for its interest on it when, as 
was the case at the time of the filing of the appli- 
cation, bank certificates of deposit paid interest of 
roughly 20 percent, and time deposits somewhat 
less because of reserve requirements, would be 
disadvantageous for Applicant’s shareholders. 


Finally, Applicant represents that its original 
custodian, City Bank Farmers Trust Company, 
was a relatively small company in 1958. According 
to the application, City Bank Farmers Trust Com- 
pany was merged in 1963 into Citibank, N.A. Ap- 
plicant claims that Citibank is the second largest 
bank in the United States and submits that the 
possibility of Citibank becoming bankrupt is re- 
mote. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than March 30, 1981, at 5:30 
p.m., submit to the Commission in writing a re- 
quest for a hearing on the application accom- 
panied by a statement as to the nature of his inter- 
est, the reason for such request, and the issues, if 
any, of fact or law proposed to be controverted, or 
he may request that he be notified if the Commis- 
sion shall order a hearing thereon. Any such com- 
munication should be addressed: Secretary, Secu- 
rities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be 
served personally or by mail upon Applicant at the 
address stated above. Proof of such service (by 
affidavit or, in the case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with 
the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an or- 
der disposing of the application will be issued as 
of course following said date unless the Commis- 
sion thereafter orders a hearing upon request or 
upon the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hear- 
ing is ordered, will receive any notices and orders 
issued in this matter, including the date of they 
hearing (if ordered) and any postponements there- 
of. 
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For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11670/March 6, 1981 


In the Matter of 


DREYFUS LIQUID ASSETS, INC. 
767 Fifth Avenue 
New York, New York 10153 


(812-4819) 


NOTICE OF FILING OF AN APPLICATION FOR 
AN ORDER OF THE COMMISSION AMENDING A 
PREVIOUS ORDER PURSUANT TO SECTION 
6(c) OF THE ACT GRANTING EXEMPTION 
FROM THE PROVISIONS OF RULES 2a-4 AND 
22c-1 UNDER THE ACT 


NOTICE IS HEREBY GIVEN that Dreyfus Liquid 
Assets, Inc. (“Applicant”), an open-end, diversi- 
fied management investment company registered 
under the Investment Company Act of 1940 
(“Act”), filed an application on February 4, 1981, 
and an amendment thereto on February 17, 1981, 
requesting an order of the Commission amending 
in the manner described below an earlier order of 
the Commission dated November 30, 1978 (In- 
vestment Company Act Release No. 10501). This 
earlier order, pursuant to Section 6(c) of the Act, 
exempted Applicant from the provisions of Rules 
2a-—4 and 22c-1 under the Act to the extent nec- 
essary to permit Applicant to compute its net asset 
value per share to the nearest one cent on a share 
value of one dollar. All interested persons are 
referred to the application on file with the Commis- 
sion for a statement of the representations con- 
tained therein, which are summarized below. 


Applicant states that it is a “money market’ fund 
designed as an investment vehicle for investors 
who desire to place assets in money market in- 
vestments where the primary considerations are 
safety, liquidity and, to the extent consistent with 
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the foregoing, a high income return. Applicant fur- 
ther states that it seeks to provide a convenient 
means of investing short-term funds where the di- 
rect purchase of money market instruments may 
be undesirable or impractical. 


According to the application, the Applicant’s port- 
folio may be invested exclusively in a variety of 
short-term money market instruments consisting 
of securities issued or guaranteed by the U.S. 
Government or its agencies or instrumentalities; 
certificates of deposit, including those issued by 
domestic banks, foreign branches of domestic 
banks and savings and loan and similar associa- 
tions; and high-grade commercial paper. Applicant 
represents that all of its investments consist of ob- 
ligations maturing within one year from the date of 
acquisition, and the dollar-weighted average ma- 
turity of all its investments is 120 days or less. 


Applicant represents that pursuant to the earlier 
order of the Commission dated November 30, 
1978, Applicant presently computes its net asset 
value per share to the nearest one cent on a share 
value of one dollar utilizing the “penny rounding” 
valuation method. Applicant now seeks an order of 
the Commission, pursuant to Section 6(c) of the 
Act, amending this earlier order, which amended 
order would exempt Applicant from the provisions 
of Section 2(a)(41) of the Act and Rules 2a—4 and 
22c-1 thereunder to the extent necessary to per- 
mit Applicant’s portfolio securities to be valued ac- 
cording to the amortized cost valuation method 
(i.e., valuing securities at cost, adjusted for amorti- 
zation of permium or accretion of discount). 


As here pertinent, Section 2(a)(41) of the Act de- 
fines value to mean: (1) with respect to securities 
for which market quotations are readily available, 
the market value of such securities, and (ii) with 
respect to other securities and assets, fair value 
as determined in good faith by the board of direct- 
ors. Rule 22c-1 adopted under the Act provides, 
in part, that no registered investment company or 
principal underwriter therefor issuing any redeem- 
able security shall sell, redeem or repurchase any 
such security except at a price based on the cur- 
rent net asset value of such security which is next 
computed after receipt of a tender of such security 
for redemption or of an order to purchase or sell 
such security. 


Rules 2a-—4 adopted under the Act provides, as 
here relevant, that the ‘current net asset value” of 
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a redeemable security issued by a registered in- 
vestment company used in computing its price for 
the purposes of distribution, redemption and re- 
purchase shall be an amount which reflects calcu- 
lations made substantially in accordance with the 
provisions of that rule, with estimates used where 
necessary or appropriate. Rule 2a—4 further states 
that portfolio securities with respect to which mar- 
ket quotations are readily available shall be valued 
at fair value as determined in good faith by the 
board of directors of the registered company. Prior 
to the filing of the application, the Commission ex- 
pressed its view that, among other things, (1) Rule 
2a-4 under the Act requires that portfolio instru- 
ments of “money market” funds be valued with 
reference to market factors, and (2) it would be in- 
consistent, generally, with the provisions of Rule 
2a-—4 for a “money market” fund to value its port- 
folio instruments on an amortized cost basis (In- 
vestment Company Act Release No. 9786, May 
31, 1977). 


Section 6(c) provides, in pertinent part, that the 
Commission, by order upon application, may con- 
ditionally or unconditionally exempt any person, 
security or transaction or any class or classes of 
persons, securities or transactions from any provi- 
sion of the Act or of any rule or regulation under 
the Act, if and to the extent that such exemption is 
necessary or appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provi- 
sions of the Act. 


In support of the relief requested, Applicant repre- 
sents that, as a result of the experience of its in- 
vestment adviser in managing Applicant and other 
“money market” funds, it has become apparent 
that two qualities are helpful in order to attract in- 
vestment, namely stability of principal and a 
steady flow of investment income. By utilizing high 
quality money market instruments of short maturi- 
ties combined with a stable net asset value, pref- 
erably $1.00 per share, Applicant states that it 
would be possible to provide these features to a 
variety of investors. Applicant submits that invest- 
ors are concerned that the daily income declared 
by Applicant reflect income as earned and that the 
sales and redemption prices not change. 


Applicant also states that it will make investments 
only in instruments having a remaining maturity of 
one year or less and that its average portfolio ma- 
turity will not exceed 120 days. Applicant submits 
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that such policies in combination with a stable 
price may accomplish both of the above investor 
aims—that is, the possibility of a change in the 
price per share is obviated, while at the same time 
a yield on portfolio instruments related to yields 
available in the general debt market is provided, 
which is otherwise not available with a portfolio 
having an average maturity of a shorter duration. 


Applicant further states its belief that, given the 
nature of Applicant’s policies and operations, 
there will normally be a relatively negligible dis- 
crepancy between market value and amortized 
cost value of its securities. 


Applicant represents that its Board of Directors 
has determined in good faith that in light of the 
characteristics of the Applicant as described 
above, absent unusual or extraordinary circum- 
stances, the amortized cost method of valuing 
portfolio securities is appropriate and preferable 
and reflects the fair value of Applicant’s securities. 


On the basis of the foregoing, Applicant believes 
that the valuation of its portfolio securities on the 
amortized cost basis will benefit its shareholders 
by enabling Applicant to maintain more effectively 
a stable price per share while providing sharehold- 
ers with the opportunity to receive a flow of invest- 
ment income less subject to fluctuation than under 
proecedures whereby its dividend would be ad- 
justed by all realized and unrealized gains and 
losses on its portfolio securities. 


Applicant has agreed that the following conditions 
may be imposed in any order of the Commission 
granting the exemption it has requested: 


1. In supervising Applicant’s operations and 
delegating special responsibilities involving portfo- 
lio management to Applicant's investment adviser, 
Applicant's board of directors undertakes—as a 
particular responsibility within the overall duty of 
care owed to its shareholders—to establish pro- 
cedures reasonably designed, taking into account 
current market conditions and Applicant’s invest- 
ment objectives, to stabilize Applicant’s net asset 
value per share, as computed for the purposes of 
distribution, redemption and repurchase, at $1.00 
per share. 


2. Included within the procedures to be adopted by 
the board of directors shall be the following: 
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(a) Review by the board of directors, as 
it deems appropriate and at such inter- 
vals as are reasonable in light of current 
market conditions, to determine the ex- 
tent of deviation, if any, of the net asset 
value per share as determined by using 
available market quotations from Appli- 
cant’s $1.00 amortized cost price per 
share, and the maintenance of records 
of such review’; 


(b) In the event such deviation from Ap- 
plicant’s $1.00 amortized cost price per 
share exeeds 12 of 1 percent, a require- 
ment that the directors will promptly 
consider what action, if any, should be 
initiated; and 


(c) Where the board of directors be- 
lieves the extent of any deviation from 
Applicant's $1.00 amortized cost price 
per share may result in material dilution 
or other unfair results to investors or ex- 
isting shareholders, it shall take such 
action as it deems appropriate to elimi- 
nate or to reduce to the extent reasona- 
ble practicable such dilution or unfair re- 
sults, which may include; redemption of 
shares in kind; selling portfolio instru- 
ments prior to maturity to realize capital 
gains or losses, or to shorten Appli- 
cant’s average portfolio maturity with- 
holding dividends; or utilizing a net as- 
set value per share as determined by 
using available market quotations. 


3. Applicant will maintain a dollar-weighted aver- 
age portfolio maturity appropriate to its objective 
of maintaining a stable net asset value per share; 
provided, however, that it will not (a) purchase any 
instrument with a remaining maturity of greater 





1To fulfill this condition, Applicant intends to use 
actual quotations or estimates of market value re- 
flecting current market conditions chosen by the 
directors in the exercise of their discretion to be 
appropriate indicators of value which may include, 
inter alia, (1) quotations or estimates of market 
value for individual portfolio instruments, or (2) 
values obtained from yield data relating to classes 
of money market instruments furnished by reputa- 
ble sources. 
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than one year, or (b) maintain a dollar-weighted 
average portfolio maturity in excess of 120 days.? 


4. Applicant will record, maintain, and preserve 
permanently in an easily accessible place a writ- 
ten copy of the procedures (and any modifications 
thereto) describe in condition 1, above, and Appli- 
cant will record, maintain and preserve for a peri- 
od of not less than six years (the first two years in 
an easily accessible place) a written record of the 
directors’ considerations and actions taken in con- 
nection with the discharge of their responsibilities, 
as set forth above, to be included in the minutes of 
the directors’ meetings. The documents preserved 
pursuant to this condition shall be subject to in- 
spection by the Commission in accordance with 
Section 31(b) of the Act, as if such documents 
were records required to be maintained pursuant 
to rules adopted under Section 31(a) of the Act. 


5. Applicant will limits its portfolio investments, 
including repurchase agreements, to those United 
States dollar denominated instruments which the 
directors determine present minimal credit risks, 
and which are of “high quality” as determined by 
any major rating service or, in the case of any in- 
strument that is not rated, of comparable quality 
as determined by the directors. 


6. Applicant will include in each quarterly report, 
as an attachment to Form N-1Q, a statement as 
to whether any action pursuant to condition 2(c) 
above was taken during the preceding fiscal quar- 
ter and, if any such action was taken, will describe 
the nature and circumstances of such action. 


Applicant submits that the exemption it requests is 
appropriate in the public interest and consistent 
with the protection of investors and the purpose 
fairly intended by the policy and provisions of the 
Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than March 30, 1981, at 5:30 





2In fulfilling this condition, if the disposition of a 
portfolio security results in a dollar-weighted aver- 
age portfolio maturity in excess of 120 days, Appli- 
cant will invest its available cash in such a manner 
as to reduce the dollar-weighted average portfolio 
maturity to 120 days or less as soon as reasona- 
bly practicable. 
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p.m., submit to the Commission in writing a re- 
quest for a hearing on the matter accompanied by 
a statement as to the nature of his interest, the 
reason for such request, and the issues, if any, of 
fact or law proposed to be controverted, or he may 
request that he be notified if the Commission 
should order a hearing thereon. Any such commu- 
nication should be addressed: Secretary, Securi- 
ties and Exchange Commission, Washington, D.C. 
20549. A copy of such request shail be served 
personally or by mail upon the Applicant at the ad- 
dress stated above. Proof of such service (by affi- 
davit, or in the case of an attorney-at-law, by cer- 
tificate) shall be filed contemporaneously with the 
request. As provided in Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the application will be issued as of 
course following said date unless the Commission 
thereafter orders a hearing on request or upon the 
Commission's own motion. Persons who request a 
hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued 
in this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of the In- 


vestment Management, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11671/March 6, 1981 


In the Matter of 


SHEARSON DAILY DIVIDEND INC. 

SHEARSON GOVERNMENT AND 
AGENCIES INC. 

TRIANGLE INCOME FUND INC. 

SHEARSON LOEB RHOADES INC. 

14 Wall Street 

New York, New York 10005 


(812-4815) 


NOTICE OF FILING OF APPLICATION PURSU- 
ANT TO SECTION 6(c) OF THE ACT FOR AN 
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ORDER OF EXEMPTION FROM SECTION 
2(a)(19) OF THE ACT 


NOTICE IS HEREBY GIVEN that Shearson Daily 
Dividend Inc. (“Daily Dividend’), Shearson Gov- 
ernment and Agencies Inc. (“Government”), and 
Triangle Income Fund Inc. (“Triangle’’) (collective- 
ly “Funds’’), each registered under the Investment 
Company Act of 1940 (‘Act’) as an open-end, di- 
versified, management investment company; 
Shearson Loeb Rhoades Inc. (“Shearson’) princi- 
pal underwriter of the Funds and whose wholly- 
owned subsidiary, Berstein-Macaulay, Inc., acts 
as investment adviser to the Funds; and any sub- 
sequently formed investment company as to which 
Shearson or any of its subsidiaries may act as in- 
vestment adviser to or principal underwriter of 
(collectively “Applicants’’), filed an application on 
February 2, 1981, and an amendment thereto on 
March 4, 1981, for an order of the Commission 
pursuant to Section 6(c) of the Act declaring that 
Judge James J. Crisona shall not be considered 
an “interested person’ of the Applicants, as de- 
fined in Section 2(a)(19) of the Act, solely by rea- 
son of his status as the father of Cynthia Crisona, 
an employee of Shearson. All interested persons 
are referred to the application on file with the 
Commission for a statement of the representations 
therein, which are summarized below. 


Daily Dividend is a Maryland corporation which 
registered under the Act on March 20, 1979. The 
investment objective of Daily Dividend is to pro- 
vide as high a level of current income as is con- 
sistent with the preservation of capital and mainte- 
nance of liquidity and whose investment portfolio 
consists exclusively of short-term securities issued 
or guaranteed by the United States government or 
its agencies or instrumentalities, certificates of de- 
posit, and high-grade commercial paper. 


Government is a Maryland corporation and regis- 
tered under the Act on March 24, 1980. The in- 
vestment objective of Government is to provide as 
high a level of current income as is consistent with 
the preservation of capital and maintenance of li- 
quidity and whose investment portfolio consists 
exclusively of short-term securities issued or guar- 
anteed by the United States government or its 
agencies or instrumentalities. 


Triangle, organized under the laws of Maryland, 
registered under the Act on May 23, 1980. The in- 
vestment objective of Triangle is to provide high 
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current income through investments in high yield- 
ing fixed income securities. The investment portfo- 
lio of Triangle consists principally of corporate 
bonds, debentures and notes, convertible securi- 
ties, preferred stocks and domestic and foreign 
government obligations. 


Judge Crisona is counsel to the law firm of 
Orenstein, Snitow, Sutak & Pollack, P.C., located 
in New York, New York. Prior to July 1, 1976, 
Judge Crisona was a Justice of the Supreme 
Court of the State of New York. Applicants state 
that Judge Crisona has been a director of Daily 
Dividend and Government since their respective 
dates of organization and was a director of Trian- 
gle from its date of organization to November 5, 
1980. According to the application, Judge Crisona 
resigned from the board of directors of Triangle 
because the board decided to elect as a director 
an official of Triangle’s administrator, who would 
be deemed to be an interested person of Triangle. 


Ms. Crisona has been employed as a registered 
representative of Shearson since the combination 
of the business of Loeb Rhoades Hornblower & 
Co. and Shearson Hayden Stone Inc. on or about 
December 3, 1979. According to the application 
Ms. Crisona had been employed as a registered 
representative by Loeb Rhoades Hornblower & 
Co. for approximately one year prior to the above 
described combination of businesses. Applicants 
represent that Ms. Crisona maintains a separate 
household and is financially independent of Judge 
Crisona. 


Section 2(a)(19) of the Act, in pertinent part, de- 
fines an interested person of an investment com- 
pany, investment adviser or principal underwriter 
to be any member of the immediate family of any 
natural person who is an affiliated person of such 
investment company, investment adviser or princi- 
pal underwriter. Section 2(a)(3) of the Act defines 
as “affiliated person” of another person to include 
any employee of such other person. 


Section 6(c) of the Act provides, in part, that the 
Commission, by order upon application, may con- 
ditionally or unconditionally exempt any person, 
security or transaction, or any class or classes of 
persons, securities or transactions, from any pro- 
vision or provisions of the Act or of the rules of 
regulations thereunder, if and to the extent that 
such exemption is necessary or appropriate in the 
public interest and consistent with the protection 
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of investors and the purposes fairly intended by 
the policy and provisions of the Act. 


The application states that each of the board of di- 
rectors of the Funds has determined that the pro- 
fessional background, prior and current business 
experience and personal qualities of Judge 
Crisona enhance the boards of each of the Funds 
and provide broadened perspectives on invest- 
ment policies and overall management. In addi- 
tion, Applicants represent that no portfolio transac- 
tions of any of the Funds are executed through 
Shearson. As such, Applicants contend that Ms. 
Crisona receives no direct or indirect benefit by 
virtue of Judge Crison being a director of the 
Funds. Furthermore, Applicants state that Ms. 
Crisona receives no additional compensation ben- 
efits or preferential or other special treatment be- 
cause of her relationship to Judge Crisona. Appli- 
cants also state that in the event it is determined 
that portfolio transactions may be executed 
through Shearson, Judge Crisona will undertake 
not to vote nor participate in any deliberations with 
respect to allocation of brokerage to Shearson as 
long as Ms. Crisona is employed by Shearson. Ap- 
plicants submit that Judge Crisona is in a position 
to act independently on behalf of the Funds and 
their shareholders without any impairment arising 
out of Ms. Crisona’s employment with Shearson. 


Accordingly, Applicants request that the Commis- 
sion issue an order pursuant to Section 6(c) of the 
Act declaring that Judge Crisona shall not be 
deemed to be an interested person of the Appli- 
cants solely by reason of his status as the father of 
Ms. Crisona, an employee of Shearson. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than March 31, 1981, at 5:30 
p.m., submit to the Commission in writing, a re- 
quest for a hearing on the application accom- 
panied by a statement as to the nature of his or 
her interest, the reasons for such request and the 
issues, if any, of fact or law proposed to be contro- 
verted, or he or she may request that he or she be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request shall be served personally or by mail 
upon Applicants at the address stated above. 
Proof of such service (by affidavit or, in the case of 
an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided 
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by Rule 0-5 of the Rules and Regulations promul- 
gated under the Act, an order disposing of the ap- 
plication herein will be issued as of course follow- 
ing said date unless the Commission thereafter 
orders a hearing upon request or upon the Com- 
mission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is 
ordered, will receive any notices and orders 
issued in this matter, including the date of the 


hearing (if ordered) and any postponements there- 
of. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11672/March 6, 1981 


In the Matter of 


HUSCO BROADCASTING AND ELECTRONICS 
CORPORATION AND 

HUSCO CABLEVISION CORPORATION 

c/o Baer, Napier & Colburn, L.C. 

731 Fifth Avenue 

Huntington, West Virginia 25701 


(811-2915) 
(811-2916) 


NOTICE OF FILING OF APPLICATION FOR AN 
ORDER PURSUANT TO SECTION 8(f) OF THE 
ACT DECLARING THAT APPLICANTS HAVE 
CEASED TO BE INVESTMENT COMPANIES 


NOTICE IS HEREBY GIVEN that Husco Broad- 
casting and Electronics Corporation (‘““Company’’) 
and Husco Cablevision Corporation, (‘“Subsidi- 
ary”) (collectively “Applicants’), a wholly-owned 
subsidiary of Company, each registered as a 
closed-end, non-diversified, management invest- 
ment company under the Investment Company Act 
of 1940 (‘Act’), filed an application on January 29, 
1981, pursuant to Section 8(f) of the Act, for an 
order declaring that Applicants have each ceased 
to be an investment company. All interested per- 
sons are referred to the application on file with the 
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Commission for a statement of the representations 
contained therein, which are summarized below. 


Applicants, each a corporation organized under 
the laws of the State of West Virginia, registered 
under the Act on March 23, 1979. Prior to register- 
ing under the Act, Company and Subsidiary were 
engaged in the business of operating cable televi- 
sion systems in West Virginia. According to the 
application, on June 1, 1977, pursuant to agree- 
ments entered into on March 6, 1977 (‘‘1977 
Agreement’), Applicants sold substantially all their 
assets to Century Huntington Company (“Centu- 
ry’), a wholly-owned subsidiary of Century Com- 
munications Corporation, in exchange for 
$2,500,000 in cash and secured promissory notes 
(“Notes”) in the principal amount of $1,500,000. 
Applicants state that on February 1, 1980, Compa- 
ny, Subsidiary and Century entered into an agree- 
ment (‘1980 Agreement’) which modified the 
1977 Agreement. Pursuant to the 1980 Agree- 
ment, Company and Subsidiary received $518,000 
in cash in exchange for the Notes. 


Applicants state that on August 23, 1980, the 
boards of directors of Applicants adopted and ap- 
proved a plan of liquidation and dissolution of Ap- 
plicants (‘Plan’). Applicants further state that on 
October 1, 1980, a special meeting of sharehold- 
ers of the Applicants was approved by the share- 
holders. According to the application, a distribution 
of $1.25 per share commenced on December 16, 
1980 and that approximately $65,000 is being re- 
tained in the form of bank certificates of deposit to 
pay expenses of dissolution including secretarial 
and administrative expenses, legal and accounting 
expenses, reproduction and mailing expenses, fil- 
ing and recording fees, and bank service charges. 


Applicants state that they do not know the current 
address of 19 shareholders of the Company and 
that the distribution allocable to these sharehold- 
ers will be paid as ordered by the Circuit Court of 
Cabell County, West Virginia. Applicants further 
state that they are not now engaged and do nat 
propose to engage in any business activities other 
than those activities necessary for the final 
winding up of their affairs. Applicants further state 
that they have no debts or liabilities other than the 
expenses of dissolution described above and are 
not parties to any pending litigation or administra- 
tion proceeding. Applicants state that they have 
filed a Statement of Intent to Dissolve, dated Octo- 
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ber 1, 1980, with the Secretary of State of West 
Virginia. Finally, Applicants represent that within 
the last eighteen months they have not transferred 
any of their assets to a separate trust, the benefi- 
ciaries of which were or are securityholders of Ap- 
plicants. 


Section 8(f) of the Act provides, in pertinent part, 
that whenever the Commission, on its own motion 
or upon application, finds that a registered invest- 
ment company has ceased to be an investment 
company, it shall so declare by order and, upon 
the effectiveness of such order, the registration of 
such company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than March 31, 1981, at 5:30 
p.m., submit to the Commission in writing, a re- 
quest for a hearing on the application accom- 
panied by a statement as to the nature of his or 
her interest, the reasons for such request and the 
issues, if any, of fact or law proposed to be contro- 
verted, or he or she may request that he or she be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request shall be served personally or by mail 
upon Applicants at the address stated above. 
Proof of such service (by affidavit or, in the case of 
an attorney-at-law, by certificate) shail be filed 
contemporaneously with the request. As provided 
by Rule 0-5 of the Rules and Regulations promul- 
gated under the Act, an order disposing unless the 
Commission thereafter orders a hearing upon re- 
quest or upon the Commission’s own motion. Per- 
sons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any no- 
tices and orders issued in this matter, including 
the date of the hearing (if ordered) and any post- 
ponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11673/March 6, 1981 


In the Matter of 


BANKERS SECURITY VARIABLE ANNUITY 
FUND M 


AND 


BANKERS SECURITY LIFE INSURANCE 
SOCIETY 

1701 Pennsylvania Avenue, N.W. 
Washington, D.C. 20006 


AND 


DAILY CASH ACCUMULATION FUNDS, INC. 
3600 South Yosemite Street 
Denver, Colorado 80237 


(812-4760) 


ORDER PURSUANT TO SECTION 11 OF THE 
ACT APPROVING A CERTAIN OFFER OF EX- 
CHANGE AND PURSUANT TO SECTION 6(c) OF 
THE ACT GRANTING EXEMPTIONS FROM SEC- 
TIONS 2(a)(32), 2(a)(35), 22(c), 26(a), 
26(a)(2)(C), 27(c)(1), 27(c)(2) AND 27(d) OF THE 
ACT, AND RULE 22c-1 THEREUNDER. 


Bankers Security Life Insurance Society (“Bankers 
Security”), Bankers Security Variable Annuity 
Fund M, a separate account of Bankers Security 
registered under the Investment Company Act of 
1940 (“Act”) as a unit investment trust, and Daily 
Cash Accumulation Fund, Inc., a no-load, diversi- 
fied open-end management investment company 
registered under the Act, filed an application on 
October 31, 1980 and an amendment thereto on 
January 16, 1981, for an order of the Commission 
pursuant to Section 11 of the Act approving a cer- 
tain offer of exchange and pursuant to Section 6(c) 
of the Act granting exemptions from Sections 
2(a)(32), 2(a)(35), 22(c), 26(a), 26(a)(2)(C) 
27(c)(1), 27(c)(2) and 27(d) of the Act, and Rule 
22c-1 thereunder, to the extent necessary to per- 
mit Applicants to offer the variable annuity con- 
tracts as described in the application. 


On February 4, 1981 a notice was issued (Invest- 


ment Company Act Release No. 11603) of the fil- 
ing of the application. The notice gave interested 


Volume 22, No. 4, March 24, 1981 


persons an opportunity to request a hearing and 
stated that an order disposing of the application 
would be issued as of course unless a hearing 
should be ordered. No request for a hearing has 
been filed, and the Commission has not ordered a 
hearing. 


The matter has been considered and it is found 
that the granting of the application is appropriate 
in the public interest and consistent with the pro- 
tection of investors and the purposes fairly intend- 
ed by the policy and provisions of the Act. Accord- 
ingly, 


IT IS ORDERED, pursuant to Section 11 of the 
Act, that the proposed exchange offer be, and 
hereby is approved, and pursuant to Section 6(c) 
of the Act, that the requested exemptions from 
Sections 2(a)(32), 2(a)(35), 22(c), 26(a), 
26(a)(2)(C), 27(c)(1), 27(c)(2) and 27(d) of the 
Act, and Rule 22c-1 thereunder, be, and hereby 
are, granted, effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No.11674/March 6, 1981 


In the Matter of 


HELLENIC AMERICAN DEVELOPMENT COR- 
PORATION 

235 Montgomery Street, Suite 1020 

San Francisco, California 94104 


(812-4753) 


ORDER PURSUANT TO SECTION 6(c) OF THE 
ACT EXEMPTING APPLICANT FROM ALL PRO- 
VISIONS OF THE ACT 


Hellenic American Development Corporation (‘‘Ap- 
plicant”’) filed an application on October 22, 1980, 
and an amendment thereto on December 22, 
1980, for an order of the Commission pursuant to 
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Section 6(c) of the Investment Company Act of 
1940 (“Act”) exempting Applicant from all provi- 
sions of the Act. 


On December 31, 1980, a notice (Investment 
Company Act Release No. 11527) was issued of 
the filing of said application. The notice gave inter- 
ested persons an opportunity to request a hearing 
and stated that an order pursuant to Section 6(c) 
of the Act, disposing of the application, would be 
issued as of course unless a hearing should be 
ordered. No request for a hearing has been filed, 
and the Commission has not ordered a hearing. 


The matter has been considered, and it is found 
that the granting of the exemption is appropriate in 
the public interest and consistent with the protec- 
tion of investors and the purposes fairly intended 
by the policy and provisions of the Act. According- 
ly, 


IT IS ORDERED, pursuant to Section 6(c) of the 
Act, that Applicant is exempted from all provisions 
of the Act, effective on the date that Applicant’s 
registration statement filed pursuant to the Securi- 
ties Act of 1933 becomes effective. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11675/March 9, 1981 


ADOPTION OF PERMANENT RULES EX- 
EMPTING BUSINESS DEVELOPMENT COM- 
PANIES AND CERTAIN OF THEIR AFFILIATES 
FROM PROVISIONS OF THE INVESTMENT 
COMPANY ACT 


ACTION: Adoption of permanent rules. 


SUMMARY: The Commission is adopting, on a 
permanent basis, two rules under the Investment 
Company Act of 1940 as recently amended by the 
Small Business Investment Incentive Act of 1980. 
Rule 57b-1 permits certain transactions between 
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a business development company and a company 
controlled by it or certain affiliated persons of such 
controlled company without requiring prior approv- 
al of the Commission. Rule 60a—1 permits a busi- 
ness development company to acquire the securi- 
ties of and operate a wholly-owned small business 
investment company. These rules correct inad- 
vertent results of recent amendments to the In- 
vestment Company Act. They are substantially the 
same as the interim rules on which the Commis- 
sion sought public comment in Investment Compa- 
ny Act Release No. 11493 (December 16, 1980). 


EFFECTIVE DATE: March 9, 1981. 


FOR FURTHER INFORMATION CONTACT: Mar- 
sha Gilman, Esq. (202-272-3036), Division of In- 
vestment Management, Securities and Exchange 
Commission, 500 North Capital Street, 
Washington, D.C. 20549. 


SUPPLEMENTARY INFORMATION: The Com- 
mission is adopting, on a permanent basis, two 
rules under the Investment Company Act of 1940 
(the “Act’) [15 U.S.C. 80a-1 et seq.] as recently 
amended by the Small Business Investment In- 
centive Act of 1980 (the “1980 Amendments”) 
[Public Law No. 96-477]. These rules were pro- 
posed as interim rules by the Commission on De- 
cember 16, 1980,’ at which time public comment 
was sought on whether they should be adopted as 
permanent rules. The reasons for the Commis- 
sion’s proposal of these rules were discussed 
thoroughly at that time. Persons interested in a 
more detailed discussion of the rules should refer 
to the Commission’s prior release. 


In response to its request for comments on the 
subject of permanent adoption of the interim rules, 
the Commission received three letters. Each com- 
mentator supported the interim rules and urged 
permanent adoption. Two commentators, howev- 
er, suggested that interim rule 60a—-1 [17 CFR 
270.60a-1] contains a technical error. As dis- 
cussed more fully below, the Commission agrees 
with this position and, accordingly, corrects rule 
60a-1 as permanently adopted. Interim rule 
57b-1 [17 CFR 270.57b-1] is adopted perma- 
nently as originally proposed. 





‘Investment Company Act Release No. 11493 [45 
FR 83479, December 19, 1980]. 
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RULE 57b-1 


Rule 57b-1 exempts from the prohibition of sec- 
tion 57 of the Act [15 U.S.C. 80a-—56] certain 
transactions between a business development 
company and a controlled downstream portfolio af- 
filiate or certain affiliated persons of such affiliate. 
The rule corrects the consequence of an inadvert- 
ent drafting error in section 57(b)(2) of the Act [15 
U.S.C. 80a-56(b)(2)], added by the 1980 Amend- 
ments. As the legislative history of the 1980 
Amendments indicates,? the result which the rule 
effects was clearly intended by Congress. 


RULE 60a-1 


Rule 60a-1, as adopted on an interim basis, per- 
mits a business development company to acquire 
the outstanding voting securities of and operate a 
wholly-owned small business investment company 
(“SBIC”). This rule was intended to correct the in- 
advertent result of the application of section 
12(d)(1) of the Act [15 U.S.C. 80a—12(d)(1)] to 
business development companies by section 60 
[15 U.S.C. 80a-59], added by the 1980 Amend- 
ments.? Section 12(d)(1) generally limits the ac- 
quisition by an investment company of securities 
issued by other investment companies. However, 
if the acquiring company meets certain criteria, it 
is not restricted as to the type (e.g., voting or non- 
voting) of securities which it may acquire.* Thus, 





2This legislative history was discussed at length in 
the earlier release. See Investment Company Act 
Release No. 11493, 45 FR at 83481. 


3Section 60 states, in part, that “[nJotwithstanding 
the exception set forth in section 6(f), section 12 
shall apply to a business development company to 
the same extent as if it were a registered closed- 


end investment company ....” Section 6(f)[15 
U.S.C. 80a—-6(f)], in turn, exempts business devel- 
opment companies generally from sections 1 
through 53 of the Act [15 U.S.C. 80a—1 through 15 
U.S.C. 80a-52]. 


4Section 12(d)(1) states, in part: 


(A) It shall be unlawful for any registered 
investment company (the ‘acquiring 
company”) and any company or com- 
panies controlled by such acquiring 
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the limitation which interim rule 60a—1 places on 
the acquisition of the securities of an SBIC by a 
business development company—that only the 
acquisition of an SBIC’s outstanding voting secu- 
rities is permitted—is not appropriate. In rule 
60a-1 adopted on a permanent basis today, the 
Commission is removing that limitation. 


STATUTORY BASIS: Rules 57b-1 and 60a-1 are 
adopted pursuant to section 6(c) [15 U.S.C. 
80a-6(c)], section 38(a) [15 U.S.C. 80a-37(a)], 
and section 59 [15 U.S.C. 80a—58] of the Act. 


TEXT OF RULES 


Part 270 of Chapter Il of Title 17 of the Code of 
Federal Regulations is hereby amended as fol- 
lows: 


Part 270—RULES AND REGULATIONS, INVEST- 
MENT COMPANY ACT OF 1940 


1. By adding §270.57b-1 to read as follows: 


§270.57b-1 Exemption for downstream affiliates 
of business development companies. 


Notwithstanding subsection (b)(2) of section 57 of 
the Act, the provisions of subsection (a) of that 





company to purchase or otherwise ac- 
quire any security issued by any other 
investment company (the ‘‘acquired 
company’’), and for any investment 
company (the “acquiring company’’) 
and any company or companies con- 
trolled by such acquiring company to 
purchase or otherwise acquire any se- 
curity issued by any registered invest- 
ment company (the “acquired compa- 
fi) Bec 


*~*e* 


(C) It shall be unlawful for any invest- 
ment company (the “acquiring compa- 
ny”) and any company or companies 
controlled by the acquiring company to 
purchase or otherwise acquire any se- 
curity issued by a registered closed-end 
investment company, if... . 


(Emphasis added). 
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section shall not apply to any person (a) solely be- 
cause that person is directly or indirectly con- 
trolled by a business development company or (b) 
solely because that person is, within the meaning 
of section 2(a)(3)(C) or (D) of the Act [15 U.S.C. 
80a-2(a)(3)(C) or (D)], an affiliated person, of a 
person described in (a) of this section. 


2. By adding §270.60a-1 to read as follows: 


§270.60a-1 Exemption for certain business de- 
velopment companies. 


Section 12(d)(1)(A) and (C) of the Act shall not ap- 
ply to the acquisition by a business development 
company of the securities of a small business in- 
vestment company licensed to do business under 
the Small Business Investment Act of 1958 which 
is operated as a wholly-owned subsidiary of the 
business development company. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11676/March 10, 1981 


EXEMPTION OF CERTAIN PURCHASE OR SALE 
TRANSACTIONS BETWEEN A REGISTERED IN- 
VESTMENT COMPANY AND CERTAIN AFFILI- 
ATED PERSONS THEREOF 


ACTION: Final rule. 


SUMMARY: The Securities and Exchange Com- 
mission is adopting an amendment to a rule under 
the Investment Company Act of 1940 to exempt 
from section 17(a) of the Act, provided that certain 
conditions are satisfied, the purchase or sale of 
certain securities between registered investment 
companies which are affiliated persons, or affili- 
ated persons of affiliated persons, of each other, 
or between a registered investment company and 
a person, which is an affiliated person of such 
company (or an affiliated person of such person) 
solely by reason of having a common investment 
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adviser or investment advisers which are affiliated 
persons of each other, common officers, and/or 
common directors. Absent this amendment, such 
a transaction would be permissible only upon the 
issuance, pursuant to an application, of an 
exemptive order by the Commission. 


EFFECTIVE DATE: March 10, 1981. 


FOR FURTHER INFORMATION CONTACT: 


Arthur J. Brown, Chief 
(202-272-2048) 


or 


Paul F. Roye, Esq. 

(202-272-3014) 

Investment Company Act Study Group 
Division of Investment Management 
Securities and Exchange Commission 
500 North Capitol Street 

Washington, D.C. 20549. 


SUPPLEMENTARY INFORMATION: The Com- 
mission today is adopting an amendment to rule 
17a-7 [17 CFR 270.17a-7] under the Investment 
Company Act of 1940 (‘Act’) [15 U.S.C. 80a-1 et 
seq.] to exempt from section 17(a) of the Act [15 
U.S.C. 80a-17(a)] certain purchase or sale trans- 
actions between registered investment companies 
which are affiliated persons, or affiliated persons 
of affiliated persons, of each other, or between a 
registered investment company and a person 
which is an affiliated person of such company (or 
an affiliated person of such person) solely by rea- 
son of having a common investment adviser or in- 
vestment advisers which are affiliated persons of 
each other, common officers, and/or common di- 
rectors. The background of section 17(a) and rule 
17a-7, and the reasons for proposing to amend 
rule 17a—7 are discussed thoroughly in Investment 
Company Act Release No. 11136 (April 21, 1980) 
[45 FR 29067, May 1, 1980]. Persons interested in 
more detailed discussions of the various condi- 
tions of the proposed amendment to rule 17a—-7 
should refer to that release. 


In response to its request for comments, the Com- 
mission received and considered 9 letters. As a re- 
sult of considering the comments, the Commission 
has determined to adopt the rule as proposed, 
subject to the following modifications. 
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First, the exemption has been made available to 
any investment company and a person which is an 
affiliated person of such investment company 
solely because their investment advisers are affili- 
ated persons of each other. Several commentators 
pointed out that certain corporate complexes have 
two or more investment advisers, which may 
themselves be under common control. Their cli- 
ents, including registered investment companies, 
may be deemed to be affiliated persons of one an- 
other under a theory of common control. Thus, any 
purchase or sale transaction where one of the par- 
ticipants is an investment company could be pro- 
hibited by section 17(a) of the Act. Since these cir- 
cumstances appear to involve little more than a 
variation in corporate structure, the Commission 
has determined to amend rule 17a-7 so that it will 
apply also to an investment company and affiliated 
persons in a multiple-adviser corporate complex. 


Second, the introductory paragraph of the pro- 
posed rule exempts transactions between sepa- 
rate series of a registered investment company.’ 
Since there appears to be no policy reason for a 
distinction to be made between a complex of in- 
vestment companies and separate series of a 
single investment company with respect to the af- 





1For purposes of rule 18f—2 [17 CFR 270.18F-2], 
a series company is a registered open-end invest- 
ment company which, in accordance with the pro- 
vision of section 18(f)(2) of the Act [15 U.S.C. 
80a-18(f)(2)], issues two or more classes or 
series of preferred or special stock each of which 
is preferred over all other classes or series in re- 
spect of assets specifically allocated to that class 
or series. The individua! series of such company 
are, for all practicai purposes, separate invest- 
ment companies. Each series of stock represents 
a different group of securities. See Investment 
Company Act Release No. 7276 (August 8, 1972) 
[37 FR 17386, August 26, 1972]. It appears that 
each series may be viewed as a company con- 
trolled by the same investment adviser, directors 
and officers and therefore, series of the same in- 
vestment company would be affiliated persons of 
each other. (Section 2(a)(8) [15 U.S.C. 
80a-—2(a)(8)] defines the term “company” as “a 
fund or any organized group of persons whether 
incorporated or not.”) Therefore, section 17(a) 
would be applicable to transactions involving the 
purchase or sale of securities between series of a 
single registered investment company. 
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filiated transactions authorized by the rule, the rule 
has been modified. The revised language of the 
rule clarifies that a purchase or sale transaction 
could be effected between a separate series of an 
investment company and another investment com- 
pany or other enumerated affiliated person.? 


The Commission has also determined to modify 
the principal market standard in paragraph (b) of 
the proposed amendment to rule 17a-7 for 
determining the independent current market price 
of securities sold pursuant to the rule. The Com- 
mission is of the view that paragraph (b) should be 
revised to reflect the development of the consoli- 
dated transaction reporting system (‘Consolidated 
System’) contemplated by rule 11Aa3-1 under 
the Securities Exchange Act of 1934 [17 CFR 
240.11Aa3-—1]. The rule retains the basic stand- 
ards incorporated into the proposed amendment to 
rule 17a—-7 to determine the independent current 
market price of securities sold pursuant to the rule. 
However, rather than categorizing the securities 
covered by the rule as securities traded on a na- 
tional securities exchange or in the over-the- 
counter market, the securities are categorized as 
securities reported in the Consolidated System ‘4 





2Paragraph (c) of the rule provides that the trans- 
actions executed pursuant to the rule must be con- 
sistent with the policy of each registered invest- 
ment company as recited in its registration 
statement and reports filed under the Act. Since 
various series of an investment company may 
have different investment policies, paragraph (c) 
of the rule has been charged to also indicate that 
each transaction under the rule must be consistent 
with the investment policy of each series of an in- 
vestment company participating in the transaction. 


3See Securities Exchange Act Release No. 16589 
(February 19, 1980) (adopting rule 11Aa3-1) [45 
FR 12377, February 26, 1980]. 


4Rule 11Aa3-1 under the Exchange Act [15 
U.S.C. 78a et seq.] defines a “reported security” 
as any listed equity security or non-listed national 
market system security for which a transaction re- 
porting plan with respect to transactions in such 
security is required to be filed pursuant to the rule. 
The rule further defines a “listed equity security” 
as any equity security listed and registered, or ad- 
mitted to unlisted trading privileges, on a national 
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and securities that are not reported in the Consoli- 
dated System. 


If the security is a “reported security,” the “current 
market price” is the last sale price with respect to 
such security reported in the Consolidated System 
prior to the proposed transaction or the average of 
the highest current independent bid and lowest 
current independent offer for such security (re- 
ported pursuant to rule 11Ac1-—1 under the Ex- 
change Act [17 CFR 240.11Ac1-1]) if there are no 
reported transactions in the Consolidated System 
that day. If the security is not a reported security 
and the principal market for such security is an ex- 
change, the “current market price” is the last sale 
on such exchange or the average of the highest 
current independent bid and lowest current inde- 
pendent offer on such exchange if there are no re- 





FOOTNOTE, Continued 


securities exchange. A “non-listed national market 
system security” is defined as any security or 
class of securities which (i) is designated as quali- 
fied for trading in a national market system pursu- 
ant to section 11A(a)(2) of the Exchange Act [15 
U.S.C. 78K-1(a)(2)] and the procedures estab- 
lished thereunder, and (ii) is not a listed equity se- 


curity. As a general matter, reported securities in- 
clude: (1) any common stock, long term warrant or 
preferred stock registered or admitted to unlisted 
trading privileges on either the American (“Amex”) 
or New York (“NYSE”) Stock Exchanges, (2) any 
common stock, long term warrant, or preferred 
stock registered on any exchange or admitted to 
unlisted trading privileges thereon which substan- 
tially meets either Amex or NYSE listing require- 
ments and (3) any right to acquire any of the secu- 
rities described in (1) and (2) which are traded on 
the same exchange as the eligible securities. In 
addition, the Commission recently has adopted 
rule 11Aa2-1 under the Exchange Act [17 CFR 
240.11Aa2-1] and related amendments to rule 
11Aa3-1 which will require, as of February 1, 
1982, that last sale reports be provided for a limit- 
ed number of actively traded over-the-counter se- 
curities. See Securities Exchange Act Release 
No. 17549 (February 17, 1981). Accordingly, once 
those securities are subject to mandatory transac- 
tion reporting, transactions in such securities cov- 
ered by rule 17a-7 will be subject to the pricing re- 
strictions applicable to securities included in the 
Consolidated System. 
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ported transactions on such exchange that day. 
Where the security is not a reported security and 
is quoted in the NASDAQ System, the “current 
market price” is the average of the highest current 
independent bid and lowest independent offer re- 
ported on Level 1 of NASDAQ. For all other secu- 
rities, the “current market price” is the average of 
the highest current independent bid and lowest 
current independent offer determined on the basis 
of reasonable inquiry. Since questions have been 
raised about the language of the proposed rule re- 
garding the uncertainty involved in determining the 
“independent current market price” for all securi- 
ties, paragraph (b) of the rule imposes a reason- 
able inquiry standard for determining the ‘‘in- 
dependent current market price’ for certain 
securities sold pursuant to the rule other than re- 
ported securities and non-reproted securities 
whose principal market is on an exchange or 
quoted in the NASDAQ System. 


The amended rule, provided that its conditions are 
fulfilled, exempts from the prohibition of section 
17(a) of the Act any purchase or sale of certain se- 
curities (1) between registered investment com- 
panies or separate series of registered investment 
companies, which are affiliated persons, or affili- 
ated persons of affiliated persons, of each other, 
(2) between separate series of a registered invest- 
ment company, or (3) between a registered invest- 
ment company or a separate series of a registered 
investment company and a person which is an af- 
filiated person of such registered investment com- 
pany (or affiliated person of such person) solely by 
reason of their having a common investment ad- 
viser or investment advisers which are affiliated 
persons of each other, common directors, and/or 
common officers.5 The rule is conditioned upon 
the requirements that the transaction involve a se- 
curity for which market quotations are readily 
available and that the transaction be effected at 
the independent current market price of such se- 
curity. The rule also requires the transaction to be 





5The rule does not represent a Commission find- 
ing that investment companies having common of- 
ficers, directors or investment advisers are always 
affiliated persons or affiliated persons of an affili- 
ated person. They may or may not be, depending 
on the facts. The rule enables the parties to go for- 
ward without resolving that question if the require- 
ments of the rule are met. 
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consistent with the policy of each registered in- 
vestment company participating in the transaction, 
and it requires that no brokerage commission or 
other remuneration be paid in connection with the 
transaction. However, because the Division of In- 
vestment Management will not hereafter individu- 
ally review these transactions, the rule requires 
the directors of an investment company, including 
a majority of the directors who are not interested 
persons® of the investment company, to adopt 
procedures which are reasonably designed to en- 
sure that all the rule’s requirements have been 
met and to review these procedures at least annu- 
ally for their continuing appropriateness.’ More- 
over, the rule requires that, at least quarterly, the 
investment company’s directors determine wheth- 
er transactions effected pursuant to the rule have 
satisfied the procedures which the directors have 
established. Finally, the rule includes certain 
recordkeeping requirements so that the Commis- 
sion may monitor, through its inspection program, 
the experience of investment companies with the 
rule. 


Several commentators recommended that rule 
17a-7 be expanded to permit the sale of securities 
for which market quotations are not readily availa- 
ble. By limiting the purchases or sales authorized 
under rule 17a—-7 to securities for which market 
quotations are readily available and requiring the 





6The term “interested person” is defined in sec- 
tion 2(a)(19) of the Act [15 U.S.C. 80a—2(a)(19)]. 


7The board of directors may delegate to a directo- 
rial committee or other persons associated with 
the investment company the drafting task of 
preparing recommended procedures to be consid- 
ered by the board as a whole. Of course, the 
board is responsible for any procedures that it ulti- 
mately chooses. Moreover, in considering any rec- 
ommendations in the course of making such a de- 
termination the board should request from the 
initial draftsmen and evaluate such information as 
may reasonably be necessary to determine if the 
procedures would comply with the requirements of 
paragraph (e)(1) of the rule. Compare sections 
15(a) and (c) of the Act [15 U.S.C. 80a—15(a)( and 
(c)] [procedures for directors approving an invest- 
ment advisory contract]. See Burks v. Lasker, 441 
U.S. 471, n. 10 (1979) [minimum Federal fiduciary 
standards apply to decisions which investment 
company directors may be called upon to make]. 
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transactions to be affected at the independent cur- 
rent market price for such security, the Commis- 
sion believes the potential for abuse would be re- 
mote. Reliance upon such market quotations 
provides an independent basis for determining 
that the terms of the transaction are fair and rea- 
sonable to each participating investment company 
and do not involve overreaching. If the rule were 
expanded to include securities for which market 
quotations are not readily available, the independ- 
ent basis for determining the value of securities 
would be eliminated. Thus, the Commission does 
not believe it would be appropriate presently to 
make the proposed change. However, since a 
“current market price’ can be determined for 
many of the securities—such as certain govern- 
ment securities, certificates of deposit and bank- 
ers’ acceptances—held by investment companies 
because there is an active secondary market for 
these securities, the amendment to rule 17a-7 
should assist in the execution of intra-complex se- 
curities transactions. 


Additionally, if the rule were to allow a fund’s 
board of directors to determine that purchases and 
sales of debt securities could be effected at amor- 
tized cost, as was suggested by several commen- 
tators, the impact of market factors subsequent to 
the date each such debt security was initially pur- 
chased might not be considered. Factors such as 
changes in interest rates can affect the fair value 
of the securities. If this valuation were permitted 
for registered open-end management investment 
companies, an investor purchasing or redeeming 
shares could pay or receive more or less than the 
actual value of his proportionate share of the 
fund’s current net assets.® The effect of such sales 
or redemptions may result in unfair dilution of the 
assets and returns of existing shareholders. Thus, 
reliance on a valuation method that does not di- 
rectly take into account the market impact upon 
the value of securities for purposes of the rule 
would appear to undermine the independent basis 
for determining the fairness of the transaction. Ac- 
cordingly, the Commission views the utilization of 
amortized cost valuation as incompatible with the 
theory upon which the exemption in rule 17a-7 is 
predicated. However, the Commission would be 





8 See Investment Company Act Release No. 9786 
(May 31, 1977) [42 FR 28999, June 7, 1977]; Ac- 
counting Series Release No. 118 (December 23, 
1970). 
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interested in receiving additional comments from 
interested persons as to how the purchase or sale 
of securities, particularly money market instru- 
ments, for which market quotations are not readily 
available could be included within the scope of 
rule 17a-7 in a manner which would provide an in- 
dependent and valid basis for determining the fair 
value of such securities. Such comments should 
address alternative methods by which the fair 
value of such securities could be established and 
what factors are relevant in determining whether a 
particular method accurately reflects fair value. In 
this respect, such comments would assist the 
Commission in determining whether it would be 
appropriate for the Commission to provide any ad- 
ditional guidance on the valuation of debt securi- 
ties by investment companies. 


AUTHORITY, EFFECTIVE DATE 


The Commission amends rule 17a—-7 under the 
Act pursuant to the provisions of sections 6(c) [15 
U.S.C. 80a-6(c)] and 38(a) [15 U.S.C. 80a-37(a)] 
of the Act. Because the rulemaking is exemptive in 
nature, the foregoing action becomes effective im- 
mediately [15 U.S.C. 553(d) (1)]. 


TEXT OF AMENDED RULE 


Part 270 of Chapter Il of Title 17 of the Code of 
Federal Regulations is amended by revising the 
subject heading and text of §270.17a-7 as fol- 
lows: 


PART 270—RULES AND REGULATIONS, IN- 
VESTMENT COMPANY ACT OF 1940 


§270.17a-7 Exemption of certain purchase or 
sale transactions between an investment com- 
pany and certain affiliated persons thereof. 


A purchase or sale transaction between registered 
investment companies or separate series of regis- 
tered investment companies, which are affiliated 
persons, or affiliated persons of affiliated persons, 
of each other, between separate series of a regis- 
tered investment company, or between a regis- 
tered investment company or a separate series of 
a registered investment company and a person 
which is an affiliated person of such registered in- 
vestment company (or affiliated person of such 
person) solely by reason of having a common in- 
vestment advisor or investment advisers which are 
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affiliated persons of each other, common direct- 
ors, and/or common officers, is exempt from sec- 
tion 17(a) of the Act; Provided, That: 


(a) The transaction is a purchase or sale, for no 
consideration other than cash payment against 
prompt delivery of a security for which market quo- 
tations are readily available; 


(bo) The transaction is effected at the independ- 
ent current market price of the security. For pur- 
poses of this paragraph the ‘current market price” 
shall be: 


(1) If the security is a “reported secu- 
rity’ as that term is defined in rule 
11Aa3-1 under the Securities Ex- 
change Act of 1934 [17 CFR 
240.11Aa3-1], the last sale price with 
respect to such security reported in the 
consolidated transaction reporting sys- 
tem (‘consolidated system’) or the av- 
erage of the highest current independ- 
ent bid and lowest current independent 
offer for such security (reported pursu- 
ant to rule 11Ac1-—1 under the Securi- 
ties Exchange Act of 1934 [17 CFR 
240.11Ac1-1]) if there are no reported 
transactions in the consolidated system 
that day; 


or 


(2) If the security is not a reported se- 
curity, and the principal market for such 
security is an exchange, then the last 
sale on such exchange or the average 
of the highest current independent bid 
and lowest current independent offer on 
such exchange if there are no reported 
transactions on such exchange that 
day; or 


(3) If the security is not a reported se- 
curity and is quoted in the NASDAQ 
System, then the average of the highest 
current independent bid and lowest cur- 
rent independent offer reported on Lev- 
el 1 of NASDAQ; or 


(4) For all other securities, the average 
of the highest current independent bid 
and lowest current independent offer 
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determined on the basis of reasonable 
inquiry; 


(c) The transaction is consistent with the policy of 
each registered investment company and separate 
series of a registered investment company 
participating in the transaction, as recited in its 
registration statement and reports filed under the 
Act; 


(d) No brokerage commission, fee (except for 
customary transfer fees), or other remuneration is 
paid in connection with the transaction; 


(e) The board of directors of the investment com- 
pany, including a majority of the directors who are 
not interested persons of such investment compa- 
ny, (1) adopts procedures pursuant to which such 
purchase or sale transactions may be effected for 
the company, which are reasonably designed to 
provide that all the conditions of this section in 
paragraphs (a) through (d) have been complied 
with, (2) reviews no less frequently than annually 
such procedures for their continuing appropriate- 
ness, and (3) determines no less frequently than 
quarterly that all such purchases or sales made 
during the preceding quarter were effected in com- 
pliance with such procedures; and 


(f) The investment company (1) maintains and 
preserves permanently in an easily accessible 
place a written copy of the procedures (and nay 
modifications thereto) described in paragraph (e) 
of this section, and (2) maintains and preserves 
for a period not less than six years from the end of 
the fiscal year in which any transactions occurred, 
the first two years in an easily accessible place, a 
written record of each such transaction setting 
forth a description of the security purchased or 
sold, the identity of the person on the other side of 
the transaction, the terms of the purchase or sale 
transaction, and the information or materials upon 
which the determinations described in paragraph 
(e)(3) of this section were made. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11677/ March 10, 1981 


In the Matter of 


TRUST FOR CASH MANAGEMENT 
421 Seventh Avenue 
Pittsburgh, Pennsylvania 15219 


(812-4797) 


NOTICE OF FILING OF APPLICATION FOR OR- 
DER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING APPLICANT FROM THE PROVI- 
SIONS OF SECTION 2(a) (41) OF THE ACT AND 
RULES 2a-4 AND 22c-1 THEREUNDER 


NOTICE IS HEREBY GIVEN that Trust for Cash 
Management (‘Applicant’), an open-end, diversi- 
fied, management company registered under the 
Investment Company Act of 1940 (‘‘Act’), filed an 
application on January 7, 1981, requesting an or- 
der of the Commission, pursuant to Section 6(c) of 
the Act, exempting Applicant from the provisions 
of Section 2(a) (41) of the Act and Rules 2a—4 and 
22c-1 thereunder, to the extent necessary to per- 
mit Applicant to value its assets using the amor- 


tized cost method of valuation. All interested per- 
sons are referred to the application on file with the 
Commission for a statement of the representations 
contained therein, which are summarized below. 


Applicant is a business trust organized and 
existing under the laws of the State of Massachu- 
setts. Applicant has filed with the Commission a 
Registration Statement on Form N-1 pursuant to 
Section 8(b) of the Act and the Securities Act of 
1933, as amended (the “1933 Act’). The 1933 Act 
Registration Statement on Form N-1 has not yet 
been declared effective. Thus, Applicant has not 
yet commenced a public distribution of its shares. 
Applicant states that that Advisers Research Cor- 
poration, a wholly-owned subsidiary of Federated 
Investors, Inc., acts as investment adviser to Ap- 
plicant. 


Applicant states that it is a “money market fund” 
designed as an investment vehicle for investors 
with temporary cash balances or cash reserves. 
Applicant further states that its investment objec- 
tive is to provide stability of principal and current 
income for its investors. To realize this objective 
Applicant’s portfolio may be invested in a variety 
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of money market instruments, including U.S. 
treasury bills, all other marketable obligations 
issued or guaranteed by the U.S. government, its 
agencies or instrumentalities (U.S. government 
obligations’), instruments of banks which are 
members of the Federal Deposit Insurance Corpo- 
ration (‘FDIC’) or of savings and loan associa- 
tions which are members of the Federal Savings 
and Loan Insurance Corporation (“FSLIC’) (such 
as certificates of deposit, demand and time depos- 
its, savings shares and bankers’ acceptances, re- 
purchase agreements and prime commercial 
paper, including variable amount demand master 
notes). Applicant states that it will not invest in in- 
struments issued by banks or savings and loan as- 
sociations unless: (a) at the time of investment 
such financial institutions have capital, surplus 
and undivided profits in excess of $100,000,000 
as of the date of their most recently published fi- 
nancial statements; or (b) the principal amount of 
the instrument is insured in full by the FDIC or the 
FSLIC. Applicant further states that to the extent 
that it invests in Eurodollar certificates of deposit 
issued by foreign branches of domestic U.S. 
banks, consideration will be given to their domes- 
tic marketability, the lower reserve requirements 
normally mandated for overseas banking opera- 
tions and the possible impact of interruptions in 
the flow if international currency operations. Appli- 
cant also states that is rated commercial paper in- 
vestments will be limited to commercial paper 
rated A-1 by Standard & Poor’s Corporation 
(“S&P”), P-1 by Moody’s Investors Service, Inc. 
(“Moody’s’), or F-1 by Fitch’s Investors Service. 
Applicant also states it may also purchase U.S. 
government obligations on a when-issued or 
delayed delivery basis. 


Applicant represents that it has been the experi- 
ence of its Board of Trustees (“Management”) in 
the operation of money market funds in general, 
that two features of a money market fund are of 
particular importance to investors: (1) stability of 
principal, and (2) a steady flow of predictable and 
competitive investment income. Applicant asserts 
that by holding high quality money market instru- 
ments having short maturities valued in accord- 
ance with the amortized cost method, these quali- 
ties can be provided. Applicant states that money 
market fund investors are not concerned with the 
theoretical differences that might occur between 
yield determined by “marking to market” and yield 
computed by using the amortized cost method. 
Applicant states that such investors will, however, 
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insist that the daily income declared by a money 
market fund reflect income as earned using the 
amortized cost method and that it not exhibit the 
volatility which may occur when changes in so- 
called “market” prices cause unreal and artificial 
changes in yield on a daily or weekly basis. 


Applicant represents that Management has deter- 
mined from experience that an average portfolio 
maturity of 120 days achieves both the objective of 
obviating the possibility of significant volatility in 
the value of portfolio instruments as effectively as 
does an average maturity of shorter duration, and 
that of providing yield on portfolio instruments 
commensurate with yields available in the general 
money market, which is not otherwise available 
with a portfolio of shorter duration. In addition, Ap- 
plicant states that the experience of Management 
in managing the fund has been that, given the 
unique nature of its policies and operations, there 
is a negligible discrepancy between prices ob- 
tained by the use of the amortized cost method 


‘and those determined by a theoretical or synthetic 


market valuation method using matrices or other 
mechanical devices. Thus, Management has de- 
termined in good faith that in light of the foregoing 
factors and its particular characteristics, the amor- 
tized cost method of valuation of portfolio instru- 
ments is appropriate and preferable. It is repre- 
sented that Management has further determined 
that it will continuously monitor valuations indi- 
cated by other methods and has directed its Exec- 
utive Committee to make reports to Management 
to enable Management to make any changes in 
method which may be necessary to assure that 
the method of valuation being used is fair value in 
view of all pertinent factors. 


As here pertinent, Section 2(a) (41) of the Act de- 
fines value to mean: (1) with respect to securities 
for which market quotations are readily available, 
the market value of such securities, and (2) with 
respect to other securities and assets, fair value 
as determined in good faith by an investment com- 
pany’s board of directors. Rule 22c-—1 provides, in 
part, that no registered investment company or 
principal underwriter therefor issuing any redeem- 
able security shall sell, redeem or repurchase any 
such security except at a price based on the cur- 
rent net asset value of such security which is next 
computed after receipt of a tender of such security 
for redemption or of an order to purchase or to sell 
such security. Rule 2a-—4 provides, as here rele- 
vant, that the current net asset value of a redeem- 
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able security issued by a registered investment 
company used in computing its price for the pur- 
pose of distribution, redemption and repurchase 
shall be an amount which reflects calculations 
made substantially in accordance with the provi- 
sions of that rule, with estimates used where nec- 
essary or appropriate. Rule 2a—4 further states 
that portfolio securities with respect to which mar- 
ket quotations are readily available shall be valued 
at current market value, and that other securities 
and assets shall be valued at fair value as deter- 
mined in good faith by an investment company’s 
board of directors. Prior to the filing of the applica- 
tion, the Commission expressed its view that, 
among other things, Rule 2a—4 under the Act re- 
quires that portfolio instruments of “money mar- 
ket” funds be valued with reference to market fac- 
tors, and it would be inconsistent generally with 
the provisions of Rule 2a—4 for a “money market” 
fund to value its portfolio instruments with over 
60-day maturities on an amortized cost basis (In- 
vestment Company Act Release No. 9786, May 
31, 1977). 


Section 6(c) of the Act provides, in part, that upon 
application the Commission may conditionally or 
unconditionally exempt any person, security, or 
transaction, or any class or classes of person 
securities, or transactions, from any provision or 
provisions of the Act or of any rule or regulation 
thereunder, if and to the extent that such exemp- 
tion is necessary or appropriate in the public inter- 
est and consistent with the protection of investors 
and the purposes fairly intended by the policy and 
provisions of the Act. 


Applicant states that to the extent that its pro- 
posed use of the amortized cost method may be 
deemed not to comply with Section 2(a) (41) of the 
Act and Rules 2a—4 and 22c-1 thereunder, it is re- 
questing exemptions from the provisions of Sec- 
tion 2(a) (41) of the Act, and Rules 2a-4 and 
22c-1 thereunder, to the extent necessary to per- 
mit Applicant to value its portfolio securities by 
means of the amortized cost method of valuation 
(i.e., valuing securities at cost, adjusted for amorti- 
zation of premium or accretion of discount). 


Applicant submits that the issuance of the re- 
quested order is consistent with the exemptive 
standards of Section 6(c) of the Act. Applicant rep- 
resents, for example, that by not purchasing ‘any 
instrument with a remaining maturity of greater 
than one year and by maintaining a dollar- 
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weighted average portfolio maturity not exceeding 
120 days, Applicant believes that it can achieve its 
objectives of stability of principal and steady flow 
of investment income satisfactory to its investors 
and yet provide adequate investor protection. 
However, in order to enhance investor protection, 
Applicant expressly consents to issuance of the 
requested order on the basis of the following con- 
ditions: 


1. In supervising Applicant’s operations and 
delegating special responsibilities involving portfo- 
lio management to Applicant’s investment adviser, 
Management undertakes—as a particular respon- 
sibility within the overall duty of care owed to its 
shareholders—to establish procedures reasonably 
designed, taking into account current market con- 
ditions and Applicant’s investment objectives, to 
stabilize Applicant’s net asset value per share, as 
computed for the purpose of distribution, redemp- 
tion and repurchase, at $1.00 per share. 


2. Included within the procedures to be adopted 
by Management shall be the following: 


(a) Review by Management, as it deems 
appropriate and at such intervals as are 
reasonable in light of current market 
conditions, to determine the extent of 
deviation, if any, of the net asset value 
per share as determined by using avail- 
able market quotations from the $1.00 
amortized cost price per share, and the 
maintenance of records of such review." 


(b) In the event such deviation from the 
$1.00 amortized cost price per share 
exceeds 12 of 1 percent, a requirement 
that Management will promptly consider 
what action, if any, should be initiated 
by it. 





1 To fulfill this condition, Applicant intends to use 
actual quotations or estimates of market value re- 
flecting current market conditions chosen by Man- 
agement in the exercise of its discretion to be ap- 
propriate indicators of value which may include, 
inter alia, (1) quotations or estimates of market 
value for individual portfolio instruments, or (2) 
values obtained from yield data relating to classes 
of money market instruments published by reputa- 
ble sources. 
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(c) Where Management believes the ex- 
tent of any deviation from the $1.00 
amortized cost price per share may re- 
sult in material dilution or other unfair 
results to investors or existing share- 
holders, it shall take such action as it 
deems appropriate to eliminate or to re- 
duce to the extent reasonably practica- 
ble such dilution or unfair results, which 
may include: redeeming shares in kind; 
selling portfolio instruments prior to ma- 
turity to realize capital gains or losses, 
or to shorten the average maturity of 
portfolio instruments; withholding divi- 
dends; or utilizing a net asset value per 
share as determined by using available 
market quotations. 


3. Applicant will maintain a dollar-weighted aver- 
age portfolio maturity appropriate to its objective 
of maintaining a stable net asset value per share; 
provided, however, that Applicant will not (a) pur- 
chase any instrument with a remaining maturity of 
greater than one year, or (b) maintain a dollar- 
weighted average portfolio maturity which exceeds 
120 days. 


4. Applicant will record, maintain, and preserve 


permanently in an easily accessible place a writ- 
ten copy of the procedures (and any modifications 
thereto) described in paragraph 1 above, and will 
record, maintain and preserve for a period of not 
less than six years (the first two years in an easily 
accessbile place) a written record of Manage- 
ment’s considerations and action taken in connec- 
tion with the discharge of its responsibilities, as 
set forth above, to be included in the minutes of 
Management’s meetings. The documents pre- 
served pursuant to this condition shall be subject 
to inspection by the Commission in accordance 
with Section 31(b) of the Act, as if such documents 
were records required to be maintained pursuant 
to rules adopted under Section 31(a) of the Act. 





2 In fulfilling this condition, if the disposition of a 
portfolio security results in a dollar-weighted aver- 
age portfolio maturity in excess of 120 days, Appli- 
cant will invest available cash in such a manner as 
to reduce the dollar-weighted average portfolio 
maturity to 120 days or less as soon as reasona- 
bly practicable. 
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5. Applicant will limit its portfolio investments, 
including repurchase agreements, to those United 
States dollar-denominated instruments which 
Management determines present minimal credit 
risks, and which are of “high quality” as deter- 
mined by any major rating service or, in the case 
of any instrument that is not rated, of comparable 
quality as determined by Management. 


6. Applicant will include in each quarterly report, 
as an attachment to Form N-1Q, a statement as 
to whether any action pursuant to paragraph 2(c) 
above was taken during the preceding fiscal quar- 
ter and, if any such action was taken, will describe 
the nature and circumstances of such action. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than April 3, 1981, at 5:30 
p.m., submit to the Commission in writing, a re- 
quest for a hearing on the application accom- 
panied by a statement as to the nature of his or 
her interest, the reasons for such request and the 
issues, if any, of fact or law proposed to be contro- 
verted, or he or she may request that he or she be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request shall be served personally or by mail 
upon Applicant at the address stated above. Proof 
of such service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed con- 
temporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promul- 
gated under the Act, an order disposing of the ap- 
plication herein will be issued as of course follow- 
ing said date unless the Commission thereafter 
orders a hearing upon request or upon the Com- 
mission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is or- 
dered, will receive any notices and orders issued 
in this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11678/March 11, 1981 


In the Matter of 


NATIONAL CORPORATION FOR HOUSING 
PARTNERSHIPS 


THE NATIONAL HOUSING PARTNERSHIP 
1625 L Street, N.W. 
Washington, D.C. 20036 


(812-2677) 


NOTICE OF FILING OF APPLICATION TO 
AMEND AN ORDER OF EXEMPTION GRANTED 
PURSUANT TO SECTION 6(c) OF THE ACT EX- 
EMPTING APPLICANTS FROM ALL PROVI- 
SIONS OF THE ACT 


NOTICE IS HEREBY GIVEN that National Corpo- 
ration for Housing Partnerships (the “Corpora- 
tion’), a District of Columbia corporation, on its 
own behalf and on behalf of The National Housing 
Partnership (the “Partnership’), a limited partner- 
ship formed under the District of Columbia Uniform 
Limited Partnership Act (D.C. Code Section 
41-401 et. seq.) (the Corporation and the Part- 
nership are together referred to hereinafter as 
“Applicants”), filed an application on March 25, 
1980 for an order amending an existing order of 
exemption which had exempted Applicants, pursu- 
ant to Section 6(c) of the Investment Company Act 
of 1940 (‘Act’), from all provisions of the Act (In- 
vestment Company Act Release No. 5955, Janu- 
ary 13, 1970) (the “1970 Order’). All interested 
persons are referred to the application on file with 
the Commission for a statement of the representa- 
tions contained therein, which are summarized 
below. 


The Corporation and the Partnership (in referring 
to the Corporation and its subsidiaries together 
with the Partnership, the term “Venture” will be 
used hereinafter to describe the enterprise as a 
whole), which are not agencies of the United 
States Government, were the first private organi- 
zations created to effectuate the policy of Title IX 
of the Housing and Urban Development Act of 
1968 (the “1958 Housing Act’). Applicants state 
that this policy is based upon the finding made by 
Congress in Section 901 of that Act that ‘‘the 
volume of housing being produced for families and 
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individuals of low or moderate income must be in- 
creased to meet the national goal of a decent 
home and suitable living environment for every 
American family ....”’ Congress therefore de- 
clared that “it is the policy of the United States to 
encourage the widest possible participation by pri- 
vate enterprise in the provision of housing for low 
or moderate income families.” Thus, the Corpora- 
tion and the Partnership provide private investors 
a means of participating in government-assisted 
housing programs and projects for low and moder- 
ate income persons. 


Applicants also state that the Articles of Incorpora- 
tion of the Corporation were approved by the Pres- 
ident of the United States, and that the incor- 
porators of the Corporation were appointed by the 
President of the United States and confirmed by 
the United States Senate. These incorporators 
served as the initial board of directors of the Cor- 
poration, continuing in that capacity until the first 
annual meeting of shareholders. Thereafter, the 
board of directors of the Corporation has con- 
sisted of 12 members elected by shareholders and 
3 members appointed by the President of the 
United States and approved by the Senate. Thus, 
the Corporation and the Partnership are consid- 
ered quasi-governmental entities. 


Applicants state that pursuant to Section 908(a) of 
the 1968 Housing Act and the provisions of its Ar- 
ticles of Incorporation, the Corporation is required 
to submit an annual report to the President of the 
United States for transmittal to Congress. This an- 
nual report must contain a “comprehensive and 
detailed report of the operations, activities and fi- 
nancial condition” of the Corporation and the Part- 
nership, audited by independent certified public 
accountants in accordance with generally accept- 
ed auditing standards. It is further stated that Sec- 
tion 908(b) requires the Corporation, as General 
Partner, to provide Limited Partners with an annu- 
al report, including a balance sheet, profit and loss 
statement, and a statement disclosing distribution 
to the Limited Partners of taxable income, gains, 
losses, deductions and credits of the Partnership. 
These financial statements must be audited in ac- 
cordance with generally accepted accounting prin- 
ciples, by certified independent public account- 
ants. 


Applicants state, in addition, that pursuant to the 


requirements of Section 41-410 of the District Co- 
lumbia Uniform Limited Partnership Act, it is pro- 
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vided in Article XII of the Partnership Agreement 
that Limited Partners will have access at all times 
to the Partnership’s books of account, which are 
required, both by said Article XII and by Section 
908(b) of the 1968 Housing Act, to be audited 
each year in accordance with generally accepted 
accounting practices by independent certified pub- 
lic accountants. Lastly, under Section 41-410(b) 
of the District of Columbia Uniform Limited Part- 
nership Act, Limited Partners are entitled to de- 
mand information from the General Partner as to 
any Partnership matter, and to have an accounting 
of Partnership affairs. 


As directed by Title IX, Applicants conducted a 
public offering in 1970, of $50 million in securities, 
subscriptions for which were solicited only from 
larger corporations, unions and other institutions. 
No subscriptions were solicited or accepted from 
individuals. The minimum subscription amount in 
this offering was $100,000, and the maximum was 
$1 million. Five percent of each subscription was 
allocated to the purchase of stock in the Corpora- 
tion, and 95 percent to the acquisition of limitied 
partnership interests in the Partnership. Approxi- 
mately $42 million dollars was raised in the offer- 
ing through the sale of 851 investment units, pur- 
chased by 270 investors. Thus, it is stated that the 
Corporation is, as required by Title IX, the sole 
General Partner of the Partnership, and all Limited 
Partners in the Partnership are stockholders of the 
Corporation. The Corporation has no other share- 
holders. It is further represented that no other per- 
son or entity may become a general partner of the 
Partnership. 


Applicants state that in the regular course of its 
business in multi-family residential housing devel- 
opment, the Partnership acquires a 99% equity in- 
terest in a local limited partnership which owns a 
housing project, becoming both a general and a 
limited partner in the second-tier partnership. It is 
represented that the Corporation typically acts as 
a general partner in each of the local partnerships 
in which the Partnership does not become a gen- 
eral partner. The Partnership provides financing, 
construction and management assistance to the 
local sponsor-developer until completion of the 
project. 


Applicants further state that in order to raise addi- 
tional funds with which to sustain current opera- 
tions and make additional equity investments in 
local housing projects, the Partnership regularly 
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markets 90-95 percent of its equity in local limited 
partnerships to outside investors, retaining its po- 
sition as a managing general partner. Applicants 
state that these transactions have been conducted 
as private placements, effectuated through regis- 
tered broker-dealers, including NHP Real Estate 
Securities Inc., a wholly-owned subsidiary of the 
Corporation. 


Applicants represent that the Venture has become 
the largest owner and operator of low and moder- 
ate income housing projects in the United States. 
With the use of equity capital of more than $130 
million, the Venture has developed more than 
50,000 housing units in over three-fourths of the 
states, the District of Columbia and Puerto Rico. 
Through wholly-owned subsidiaries of the Corpo- 
ration the Venture’s activities presently encom- 
pass small business financing in single-family 
housing development, direct development and 
marketing of single-family housing, and direct 
management of multi-family residential housing 
complexes. 


1970 Order 


On January 17, 1980, the Commission granted the 
Venture’s application pursuant to Section 6(c) of 
the Act for an exemption from all provisions of the 
Act. This exemption was determined to be appro- 
priate on the grounds that the Partnership was to 
serve as a principal national vehicle by which eq- 
uity capital could be invested in the development 
of low and moderate income housing; the initial 
public offering of interests in the Venture would be 
limited to sophisticated investors; resale of inter- 
ests in the Venture was subject to substantial re- 
strictions contained in the organizational docu- 
ments of the Partnership and the Corporation; the 
provisions of Title IX would require the Corpora- 
tion to submit to the President of the United States 
for transmittal to Congress, an annual report pro- 
viding a comprehensive account of the operations, 
activities and financial condition of the Corporation 
and the Partnership, audited in accordance with 
generally accepted accounting principles by inde- 
pendent certified public accountants; and the 
Commission’s order of exemption would incorpo- 
rate as a condition. Applicant’s undertaking to ad- 
here to the periodic reporting, and proxy solicita- 
tion, requirements of the Securities Exchange Act 
of 1934 (“Exchange Act’) for the duration of the 
effective period of the 1970 Order, regardless of 
whether or not such adherence would otherwise 
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be required. Applicants submit that, pursuant to 
the authority expressed in Section 6(c) of the Act, 
it would be appropriate in the public interest and 
consistent with the protection of investors and the 
purposes and policy of the Act for the Commission 
to amend the 1970 Order to remove therefrom the 
Venture’s obligation to submit periodic reports and 
proxy material to the Commission. 


In support of the request for exemption, Applicants 
state that the number of securityholders in the 
Venture is limited, in effect, to fewer than 300. 
They state that these investors presently number 
269, all of which were subscribers to the Venture’s 
initial public offering and are institutional-type in- 
vestors. It is asserted that the likelihood of per- 
sons other than these 269 securityholders becom- 
ing investors in the enterprise is remote because 
of the restricted transferability of the Venture’s se- 
curities. As an additional basis for the relief they 
seek, Applicants cite the reporting obligations to 
which the Venture will continue to be subject 
irrespective of the action to be taken on the pres- 
ent application, under Title IX of the 1968 Housing 
Act and the provisions of the Partnership Agree- 
ment. Finally, Applicants assert that deletion of the 
disclosure requirements to which they are subject 
under the terms of the 1970 Order will promote the 


attainment of the objectives of Title IX by reducing 
the costs of regulation for the Venture, and that 
termination of the Venture’s reporting and proxy 
filings with the Commission would be consistent 
with the effort to reduce administrative costs in the 
federal bureaucracy. 


Section 6(c) of the Act provides, as here pertinent, 
that the Commission, by order upon application, 
may conditionally or unconditionally exempt any 
person from any provision or provisions of the Act 
or of any rule or regulation thereunder, if and to 
the extent that such exemption is necessary or ap- 
propriate in the public interest and consistent with 
the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than April 6, 1981 at 5:30 
p.m., submit to the Commission in writing a re- 
quest for a hearing on the matter accompanied by 
a statement as to the nature of his interest, the 
reason for such request, and the issues, if any, of 
fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall 
order a hearing thereon. Any such communication 
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should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. 
A copy of such request shall be served personally 
or by mail upon Applicants at the address stated 
above. Proof of such service (by affidavit or, in the 
case of an attorney-at-law, by certificate) shall be 
filed contemporaneously with the request. As pro- 
vided by Rule 0-5 of the Rules and Regulations 
promulgated under the Act, an order disposing of 
the application herein will be issued as of course 
following said date unless the Commission there- 
after orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is 
ordered, will receive any notices and orders 
issued in this maiter, including the date of the 
hearing (if ordered) and any postponements there- 
of. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11679/March 11, 1981 


In the Matter of 


CALVERT TAX-FREE RESERVES 
1700 Pennsylvania Avenue, N.W. Suite 270 
Washington, D.C. 20006 


(812-4794) 


ORDER PURSUANT TO SECTION 6(c) OF THE 
ACT GRANTING EXEMPTIONS FROM THE PRO- 
VISIONS OF SECTION 2(a)(41) OF THE ACT 
AND RULES 2a-4 AND 22c-1 THEREUNDER. 


Calvert Tax-Free Reserves (‘Applicant’), regis- 
tered under the Investment Company Act of 1940 
(‘Act’) as an open-end, diversified, management 
investment company, filed an application on De- 
cember 31, 1980, and amendments thereto on 
January 14, 1981, and January 19, 1981, re- 
questing an order of the Commission, pursuant to 
Section 6(c) of the Act, exempting Applicant from 
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the provisions of Section 2(a)(41) of the Act and 
Rules 2a—4 and 22c-1 under the Act to the extent 
necessary to permit its Money Market Portfolio to 
compute its net asset value per share, for the pur- 
poses of effecting sales, redemptions and repur- 
chases of its shares, according to the amortized 
cost method of valuing portfolio securities. Appli- 
cant is a “series” investment company which of- 
fers investors two separate and distinct portfolios 
of municipal obligations (referred to as the Money 
Market Portfolio and the Limited-Term Portfolio). 
The Applicant’s request for exemptive relief is ap- 
plicable only to its Money Market Portfolio. 


On February 5, 1981, a notice (Investment Com- 
pany Act Release No. 11608) was issued of the fil- 
ing of the application. The notice gave interested 
persons an opportunity to request a hearing and 
stated that an order disposing of the application 
would be issued as of course unless a hearing 
should be ordered. No request for a hearing has 
been filed, and the Commission has not ordered a 
hearing. 


The matter having been considered, it is found 
that the granting of the requested exemptions is 
appropriate in the public interest and consistent 
with the protection of investors and the purposes 
fairly intended by the policy and provisions of the 
Act. Accordingly, 


IT |S ORDERED, pursuant to Section 6(c) of the 
Act, that the application for exemption from the 
provisions of Section 2(a}(41) of the Act and Rules 
2a-4 and 22c-1 thereunder, to the extent re- 
quested, be and hereby is, granted, effective forth- 
with subject to the following conditions to which 
Applicant has consented: 


1. In supervising the Money Market Portfolio’s op- 
erations and delegating special responsibilities 
involving portfolio management to the Applicant's 
investment adviser, Applicant's board of trustees 
undertakes—as a particular responsibility within 
its overall duty of care owed to Applicant’s Money 
Market Portfolio shareholders—to establish proce- 
dures reasonably designed, taking into account 
current market conditions and the Money Market 
Portfolio’s investment objectives, to stabilize the 
Money Market Portfolio’s net asset value per 
share, as computed for the purpose of distribution, 
redemption and repurchase at $1.00 per share. 
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2. Included within the procedures to be adopted 
by the board of trustees shall be the following: 


(a) Review by the board of trustees, as 
it deems appropriate and at such inter- 
vals as are reasonable in light of current 
market conditions, to determine the ex- 
tent of deviation, if any, of the net asset 
value per share as determined by using 
available market quotations from the 
Money Market Portfolio’s $1.00 amor- 
tized cost price per share, and mainte- 
nance of records of such review." 


(b) In the event such deviation from the 
Money Market Portfolio’s $1.00 amor- 
tized cost price per share exceeds ‘2 of 
1%, the board of trustees will promptly 
consider what action, if any, should be 
initiated. 


(c) Where the board of trustees be- 
lieves the extent of any deviation from 
the Money Market Portfolio’s $1.00 
amortized cost price per share may re- 
sult in material dilution or other unfair 
results to investors or existing share- 
holders, it shall take such action as it 
deems appropriate to eliminate or to re- 
duce to the extent reasonably practica- 
ble such dilution or unfair results, which 
action may include: redemption of 
shares in kind; the sale of portfolio se- 
curities prior to maturity to realize capi- 
tal gains or losses, or to shorten the 
Money Market Portfolio’s average port- 
folio maturity; withholding dividends; or 
utilizing a net asset value per share as 
determined by using available market 
quotations. 


3. The Money Market Portfolio will maintain a 
dollar-weighted average portfolio maturity appro- 





1To fulfill this condition, the Money Market Portfo- 
lio will use actual quotations or estimates of mar- 
ket value reflecting current market conditions cho- 
sen by its board of trustees in the exercise of its 
discretion to be appropriate indicators of value, 
which may include, inter alia, (i) quotations or esti- 
mates of market value for individual portfolio in- 
struments, or (ii) values obtained from yield data 
relating to classes of municipal securities fur- 
nished by reputable sources. 
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priate to its objective of maintaining a stable net 
asset value per share; provided, however, that the 
Money Market Portfolio will neither (a) purchase 
any instrument with a remaining maturity at the 
date of acquisition of greater than one year, nor 
(b) maintain a dollar-weighted average portfolio 
maturity in excess of 120 days.? 


4. The Applicant will record, maintain and pre- 
serve permanently in an easily accessible place a 
written copy of the procedures (and any modifica- 
tions thereto) described in condition 1 above, and 
the Applicant will record, maintain and preserve 
for a period of not less than six years (the first two 
years in an easily accessible place) a written re- 
cord of the board of trustees’ considerations and 
actions taken in connection with the discharge of 
its responsibilities, as set forth above, to be includ- 
ed in the minutes of the board of trustees’ meet- 
ings. The documents preserved pursuant to this 
condition shall be subject to inspection by the 
Commission in accordance with Section 31(b) of 
the Act as though such documents were records 
required to be maintained pursuant to rules adopt- 
ed under Section 31(a) of the Act. 


5. The Money Market Portfolio will limit its portfo- 
lio investments, including repurchase agreements, 
if any, to those U.S. dollar-denominated instru- 
ments which the board of trustees determines 
present minimal credit risks, and which are of high 
quality as determined by any major rating service, 
or, in the case of any instrument that is not rated, 
of comparable quality as determined by the board 
of trustees. 


6. The Applicant will include in each quarterly re- 
port, as an attachment to Form N-1Q, a statement 
as to whether any action pursuant to condition 2(c) 
above was taken during the preceding fiscal quar- 
ter, and, if any action was taken, will describe the 
nature and circumstances of such action. 





2In fulfilling this condition, if the disposition of a 
portfolio security results in a dollar-weighted aver- 
age portfolio maturity in excess of 120 days, the 
Money Market Portfolio will invest its available 
cash in such a manner as to reduce its dollar- 
weighted average portfolio maturity to 120 days or 
less as soon as reasonably practicable. 
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For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11680/March 11, 1980 


In the Matter of 


TRUST FUND SPONSORED BY AMERICAN 
COLLEGE FOUNDATION, INC. 

33 Giraloa Avenue 

Coral Gables, Florida 33134 


(811-1578) 


ORDER TERMINATING REGISTRATION PUR- 
SUANT TO SECTION 8(f) OF THE INVESTMENT 
COMPANY ACT OF 1940. 


On February 6, 1981, a notice was issued (Invest- 
ment Company Act Release No. 11611) stating 
that the Commission proposed, pursuant to Sec- 
tion 8(f) of the Investment Company Act of 1940 
(“Act”), to declare by order on its own motion that 
Trust Fund Sponsored by American College Foun- 
dation, Inc. (“Fund”), registered under the Act as 
an open-end, non-diversified, management invest- 
ment company, has ceased to be an investment 
company as defined in the Act. 


The notice gave interested persons an opportunity 
to request a hearing, and stated that an order 
disposing of the matter would be issued as of 
course unless a hearing should be ordered. No re- 
quest for a hearing has been filed, and the Com- 
mission has not ordered a hearing. 


The matter has been considered, and it is found 
that the Fund has ceased to be an investment 
company. Accordingly, 


IT IS ORDERED, pursuant to Section 8(f) of the 
Act, that the registration of Trust Fund Sponsored 
by American College Foundation, Inc., under the 
Act shall forthwith cease to be in effect. 
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For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11681/March 12, 1981 


SEE 


SECURITIES ACT OF 1933 
Release No. 6298/March 12, 1981 





INVESTMENT ADVISERS ACT OF 1940 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 753/March 12, 1981 


SEE 


SECURITIES ACT OF 1933 
Release No. 6298/March 12, 1981 





LITIGATION 





Litigation Release No. 9315/March 6, 1981 


SEC. v. THOMAS R. JAGER 
(U.S.D.C. D.C., Civil Action No. 81-0505) 


Paul F. Leonard, Administrator of the Washington 
Regional Office of the Securities and Exchange 
Commission, announced that on March 3, 1981, 
the Honorable Howard F. Corcoran of the United 
States District Court for the District of Columbia 
entered a Judgment of Permanent Injunction 
against Thomas R. Jager (“Jager”) of Davenport, 
lowa. Jager, formerly the chief financial officer of a 
subsidiary of Clarke Corporation, was enjoined 
from violating the periodic reporting provisions of 
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the Securities Exchange Act of 1934. Jager 
consented to the entry of the Final Judgment of 
Permanent Injunction without admitting or denying 
the allegations in the Commission’s Complaint 
which was filed on March 3, 1981. 


It was alleged in the Complaint that Jager caused 
Clarke Corporation to file Quarterly Reports on 
Form 10-Q for interim periods in 1977 which con- 
tained omissions and untrue statements of materi- 
al facts. The Commission alleged in the Complaint 
that Jager submitted financial statements for a 
Clarke Corporation subsidiary to Clarke Corpora- 
tion which overstated sales by $125,000 and the 
value of inventory by $333,000. The Commission 
alleged that as a result of Jager’s actions, net in- 
come, net sales, and certain assets were material- 
ly overstated in the Quarterly Reports originally 
filed by Clarke Corporation. 





Litigation Release No. 9316/March 9, 1981 


U.S. v. JAMES E. CORR, Ill., 80 Crim. D.C. 503 
(D.D.C.) 


On March 6, 1981, Judge Aubrey E. Robinson of 
the United States District Court for the District of 
Columbia sentenced James E. Corr, Ill to a term 
of 4 years and a fine of $10,000. Mr. Corr was 
given 10 days in which to file an appeal. 


Mr. Corr had pled guilty before Judge Robinson on 
November 12, 1980, to an information charging 
him with fraud in connection with transactions in 
the stock of CHB Foods on the American Stock 
Exchange from May, 1978, through February, 
1979, in violation of Section 10(b) of the Securities 
Exchange Act of 1934 and Rule 10b-5 thereun- 
der. 


The guilty plea and the information were the out- 
growth of an investigation by a grand jury that be- 
gan in July, 1980 to determine whether Corr and 
his wife, Neica L. Corr, as a result of their trading 
activity in the securities of C.H.B. Foods, Inc. were 
in a criminal contempt of a “Final Judgment of 
Permanent Injunction and other Relief” which had 
previously been entered against them by the 
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United States District Court for the District of Co- 
lumbia. 


At the same time Mr. Corr and his wife both 
consented to the entry of a Final Judgment of Per- 
manent Injunction restraining them from engaging 
in fraudulent or manipulative activities or from fail- 
ing to timely file statements containing the infor- 
mation required by Schedule 13D. The court's 
order also prohibits them from buying or selling 
the securities of issuers whose securities are pub- 
licly traded, except under certain specified circum- 
stances. 





Litigation Release No. 9317/March 9, 1981 


SECURITIES AND EXCHANGE COMMISSION v. 
FINAMERICA CORPORATION AND JORGE E. 
CARNICERO (United States District Court for the 
District of Columbia, Civil Action No. 81-0553) 


The Commission announced today that the United 
States District Court for the District of Columbia 
entered Final Orders in a Commission enforce- 
ment action against FinAmerica Corporation and 
Jorge E. Carnicero. The Complaint alleges that the 
Defendants violated Section 10(b) of the Securi- 
ties Exchange Act of 1934 and Rule 10b-—5 there- 
under in connection with transactions in the com- 
mon stock of Riggs National Bank of Washington, 
D.C. FinAmerica is a Delaware corporation which 
was until January 1981 the largest shareholder of 
Riggs. Carnicero, of Washington, D.C., is the 
President of FinAmerica and a director of Riggs. 
The Final Orders order the Defendants not to en- 
gage in acts and practices which constitute viola- 
tions of Section 10(b) and Rule 10b-5. The Final 
Orders also require the Defendants to disgorge to- 
tal profits of about $149,000. 


The Complaint alleges that on October 27 and 29 
and November 10, 1980, while he was a director 
of Riggs, Carnicero purchased a total of 3,400 
shares of Riggs common stock for FinAmerica, 
without disclosing to the sellers information con- 
cerning negotiations for the sale of the Riggs stock 
held by FinAmerica and others at a substantial 
premium. The Complaint alleges that on Novem- 
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ber 3, 1980, Carnicero reached a tentative agree- 
ment for the sale of the stock at $66 per share (the 
market price was then about $45 per share) sub- 
ject to the resolution of certain specified matters, 
and that the price had been discussed in the nego- 
tiations on October 27, 1980.* It is also alleged 
that the Administrative Assistant to Mr. Carnicero, 
who is also Vice President and Corporate Secre- 
tary of FinAmerica, purchased 2,000 shares of 
Riggs stock on November 5 for herself and a rela- 
tive on Carnicero’s recommendation without 
disclosing material, non-public information then in 
her possession concerning the results of the nego- 
tiations. According to the Complaint, Carnicero 
also recommended the stock to a third person, 
who purchased the stock prior to announcement of 
the signing of an option agreement on the stock. 
The Complaint alleges that Carnicero undertook to 
include this stock as well as stock purchased by 
his Administrative Assistant and others in any sale 
at a premium of Riggs stock held by FinAmerica 
and that such stock was sold to Joe L. Allbritton 
and affiliated companies at $67.50 per share on 
January 22, 1981 pursuant to an option agreement 
executed on December 3, 1980. 


Litigation Release No. 9318/March 10, 1981 


S.E.C. v. WILLIAM WALLACE TAYLOR S.D.N.Y. 
81 Civil 0966 (LWP) 


Donald N. Malawsky, Administrator of the New 
York Regional Office announced that on February 
18, 1981 a complaint was filed in the U.S. District 
Court for the Southern District of New York against 
William W. Taylor of Trenton, New Jersey. The 
complaint charges Taylor with violating Sections 
7(f) and 10(b) of the Securities Exchange Act of 
1934 (“Exchange Act”), Rule 10b-5 thereunder 
and Regulation X promulgated by the Board of 
Governors of the Federal Reserve System (‘‘the 
Federal Reserve Board”) by placing orders for the 
purchase of various option contracts and money 
market funds without intending to pay for the pur- 
chases and failing to make timely and proper pay- 
ment for the purchases. 





*The price was subsequently raised to $67.50 per 
share. On November 20, 1980, Riggs announced 
that it had been informed that negotiations were 
taking place. 
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The complaint alleges that from June 1980 
through January 1981, Taylor, using accounts at 
eight brokerage firms located in four states, pur- 
chased options and money market funds repre- 
senting a total purchase cost of approximately 
$385,000. The Complaint further alleges that 
Taylor did not intend to make payment for these 
purchases, and to date has made payment at only 
one brokerage firm where it was to his pecuniary 
benefit to do so. The Commission’s complaint 
seeks a Preliminary and Permanent Injunction, as 
well as other equitable relief, against Taylor. 


On February 27th, the court issued a Temporary 
Restraining Order to prevent further violations of 
Sections 7(f) and 10(b) of the Exchange Act, Rule 
10b-5 thereunder and Regulation X promulgated 
by the Federal Reserve Board as charged in the 
complaint and to freeze the assets of the defend- 
ant pending the determination of the Commis- 
sion’s Motion for a Preliminary Injunction. (SEC. v. 
William Wallace Taylor, S.D.N.Y. 81 Civil 0966 
[LWP]}) 





Litigation Release No. 9319/March 10, 1981 


SEC v. CABLE/TEL CORP. et al. 80 Civil 7170 
(S.D.N.Y.) 


Donald N. Malawsky, Administrator of the New 
York Regional Office, announced that on February 
26, 1981, the Honorable Morris E. Lasker of the 
United States District Court for the Southern Dis- 
trict of New York signed a Final Judgment of Per- 
manent Injunction and Order for Other Equitable 
Relief by Consent against Roger H. Maggio 
(‘Maggio’) of Rochelle Park, New Jersey, wherein 
Maggio was permanently enjoined from violating 
the registration and anti-fraud provisions of the 
federal securities laws. Maggio consented to the 
entry of the permanent injunction without admitting 
or denying the allegations of the Commission’s 
complaint. 


The Complaint in the action, filed on December 
17, 1980, alleged that Maggio and thirty-six (36) 
other defendants offered and sold to the public ap- 
proximately $88,100,000 worth of unregistered se- 


462/SEC DOCKET 


curities in the form of tax sheltered investments in 
cable television systems. The complaint further al- 
leges that the defendants made material misrepre- 
sentations and failed to disclose material facts to 
investors in connection with the offer and sale of 
the cable television investments. The action is still 
pending as to the remaining twelve defendants. 


For further information see Litigation Release No. 
9258. 





Litigation Release No. 9320/March 10, 1981 


UNITED STATES V. THOMAS A. SARTAIN, ET 
AL., (Criminal Action No. CR-79-0335-SAW, 
N.D. Cal.) 


Michael J. Stewart, Regional Administrator, Los 
Angeles Regional Office, and Bobby C. Lawyer, 
Associate Regional Administrator, San Francisco 
Branch Office, announced that on February 27, 
1981, in the United States District Court for the 
Northern District of California, Thomas A. Sartain 
(‘‘Sartain”), James D. Lang, Jr. (“Lang”), and Mi- 
chael J. Scotto (“Scotto”), were found guilty of 
eight counts of mail fraud after a trial lasting six 
weeks. Sentencing is scheduled for March 26, 
1981. 


Sartain, Lang, and Scotto own Capital Planning 
Associates, Inc. and its subsidiaries. They raised 
more than $25 million from the sale of interests in 
National Real Estate Fund, a real estate invest- 
ment trust of which Sartain was a trustee, and in 
limited partnerships formed by Capital Planning 
and in which it or an affiliate was the general part- 
ner. 


Leroy G. Von Schottenstein (‘Von Schotten- 
stein’) and Michael M. Manning (‘Manning’), 
were also charged with mail fraud in the indictment 
filed on August 20, 1979. The mail fraud charges 
against Von Schottenstein were dismissed prior to 
the trial after he entered guilty pleas to two misde- 
meanor charges in an information filed against 
him. During the jury trial the Court ordered a judg- 
ment of acquittal as to Manning. 
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In June 1976, based upon the same facts which 
underlay the criminal prosecution, each of the de- 
fendants was permanently enjoined with his 
consent from future violations of the federal secu- 
rities laws by the United States District Court for 
the Northern District of California. In addition, 
Sartain was barred from being associated with any 
broker or dealer in administrative proceedings 
brought by the Commission. (For further informa- 
tion see Securities Exchange Act Release No. 
16561, February 8, 1980.) 





Litigation Release No. 9321/March 12, 1981 


SECURITIES AND EXCHANGE COMMISSION v. 
LITTON INDUSTRIES, INC. (United States District 
Court for the District of Columbia, Civil Action No. 
81-0589). 


The Securities and Exchange Commission today 
announced the filing and settlement of a civil ac- 
tion in the United States District Court for the Dis- 
trict of Columbia against Litton Industries, Inc. 
(‘Litton’), a Delaware corporation with its principal 
offices located in Beverly Hills, California. 


The Commission’s Complaint concerns Litton’s ac- 
counting for costs in excess of contract values on 
commercial and military shipbuilding contracts be- 
tween 1971 and 1978, and the company’s disclo- 
sure relating thereto. 


With respect to two commercial shipbuilding con- 
tracts awarded in 1968, Litton incurred costs in ex- 
cess of the contract values amounting to $128 mil- 
lion by the end of its fiscal year 1972. Between 
1972 and 1978, at which time the entire amount 
was written off, Litton deferred recognition of such 
costs on the basis that they would benefit later mil- 
itary contracts to be performed in its new ship- 
building facility. The Commission's Complaint al- 
leges that Litton did not have adequate grounds 
for deferring the $128 million of excess costs for fi- 
nancial reporting purposes in light of the nature of 
the excess costs, the lack of accounting records 
sufficient to support a segregation of start-up 
costs from contract operating costs, and the lack 
of assured revenues against which to absorb the 
costs. 
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With respect to a major shipbuilding contract with 
the U.S. Navy (the “LHA contract”) awarded in 
1969, Litton incurred costs in excess of the con- 
tract value which grew from approximately $75 
million in fiscal 1973 to approximately $500 million 
by fiscal 1978. Litton contended that such excess 
costs were caused by Navy delay and disruption in 
the construction process, and the financial state- 
ments contained in the annual and periodic reports 
which Litton filed with the Commission between 
1973 and 1978 were presented on the assumption 
that the company would recover all of its costs un- 
der the LHA contract. The Commission’s Com- 
plaint alleges that the costs in excess of the LHA 
contract value were largely caused by factors for 
which the Navy was not responsible under the ex- 
press terms of the contract, and that the uncer- 
tainties relating to Litton’s recovery of its excess 
costs were such that the company did not have 
adequate grounds for not providing for a loss on 
that contract prior to 1978, at which time it provid- 
ed for a pre-tax loss of $200 million as a result of a 
settlement with the Navy. According to the Com- 
pany, this loss has been significantly reduced as a 
result of incentive provisions in the 1978 settle- 
ment. 


The Commission’s Complaint alleges that the in- 
formation with regard to the above commercial 
and military shipbuilding contracts contained in 
Litton’s annual and periodic reports during the pe- 
riod did not comply with applicable disclosure re- 
quirements under Section 13(a) of the Securities 
Exchange Act of 1934 (“Exchange Act’) and rules 
promulgated thereunder. 


The Final Order also directed Litton to comply with 
certain additional undertakings made by the com- 
pany. The first undertaking provides that Litton 
shall, for a period of three years, submit cost 
deferral and revenue recognition determinations 
relating to certain military procurement contracts 
where substantial overruns and disputes are in- 
volved to a review by its audit committee. With re- 
spect to such determinations, Litton shall either 
implement the recommendations of the audit 
committee or disclose the relevant facts in a filing 
with the Commission. 


The second undertaking provides that Litton shall 
retain an Independent Consultant to examine the 
procedures in place by which the company esti- 
mates and accounts for costs in excess of contract 
values with respect to military procurement con- 
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tracts of its shipbuilding division. The Independent 
Consultant shall prepare and submit to Litton’s 
Board of Directors a report setting forth the results 
of its examination and its recommendations, which 
shall be implemented by Litton, with respect to the 
procedures under review. 





Litigation Release No. 9322/March 12, 1981 


SEC v. STEPHEN SMITH, 80 CIV. 5848 (CSH), 
(S.D.N.Y.) 


The Securities and Exchange Commission has an- 
nounced the entry of a Final Judgment of Perma- 
nent Injunction on March 12, 1981 against 
Stephen Smith of New York, New York, in settle- 
ment of an action brought against Smith in the 
United States District Court for the Southern Dis- 
trict of New York. See Litigation Release 9200, 
October 15, 1980. 


The Judgment enjoins Smith from violating the 
beneficial ownership reporting requirements of the 
Williams Act (Section 13(d) of the Securities Ex- 
change Act of 1934) and Rules 12b-20, 13d—-1 
and 13d-2. Smith is also ordered to correct and 
amend his past reports of his beneficial ownership 
of the common stock of Friendly Frost, Inc. on 
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Schedule 13D. Finally, Smith is also ordered to re- 
port to the Commission every six months for five 
years (a) his ownership of, (6) his membership in 
any group for the purpose of acquiring, holding or 
disposing of and (c) any contracts, arrangements 
or understandings Smith may have with respect to 
5,000 or more shares of any securities subject to 
the reporting requirements of the Williams Act. 


Smith consented to the entry of the Judgment 
without admitting or denying the allegations of the 
Complaint. 








SECURITIES INVESTOR PROTECTION 
ACT OF 1970 





SECURITIES INVESTOR PROTECTION ACT OF 
1970 
Release No. 96/March 11, 1981 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 17620/March 11, 1981 
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